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PREFACE 


The Law of Income Tax in India has become very much 
complicated to-day. The students of Indian universities 
and also the tax-payers find considerable difficulties in 
understanding the various provisions of Income-Tax Act. 
This book is an attempt to make those provisions easier to 
all. A good number of illustrations covering almost all the 
problems have been incorporated. On various complicatid 
points, hints have also been given in Mordern Indian 
Languages, Thus, every attempt has been made to make 
the Income Tax law as clear as possible. Besides, Question 
papers of B. Com. of Burdwan and Calcutta Universities 
(Pass and Honours) with their full answers have also been 
appended. 

In this volume the entire B. Com. (Pass) course and the 
relevant portion under B. Com. (Honours) and M. Com. 
courses of Calcutta, Burdwan and North Bengal Universities 
have been properly dealt with. Possibly it will cover the 
similar courses of other Indian Universities. Employees of 
Income Tax Department will find in it a very useful guide 
in appearing at their various departmental examinations. 

The book has been written in consultation with Prof. 
M.N. Guha, Chartered Accountant, to whom I am very much 
indebted. My sinccerst thanks are due to Principal Dr. S. R. 
Dasgupta, Principal G. D. Roy Prof. B. Sengupta, Prof. 
Anil Datta. Prof. Sudhansu Sekhar Bhattcharya and Prof. 
A. Banerjec and Prof. S. P. Bhattacharya whose inspiration 
and enthusism have made the publication possible. 

I am grateful also to Sarbashri Sakti Ghose, Sunil 
Bhattacharyya, Sudhir Das and Saurindra Datta for their 
active assistance and co-operation in the matter of publica" 
tion of this book. 



( ii ) 


Despite my best efforts there must be many short¬ 
comings in this book. I shall be thankful, if any of my 
readers would kindly draw my attention to any scope for 
improvement in the next edition. 

My endeavour will be deemed a success if this book 
proves useful to those for whom it is intended. 


Sunil Ranjan Dattr 
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Group B—Income-tax (pass) 40 marks 

1. (a) General Principles of Income-tax, (h) Definition 
of Terms—Income, Previous years, Income—earned, total, 
taxable world. Assessee Agricultural Income, Dividend. 
(Sec. 2). Meaning of terms—Income-tax and Super-tax. 

2. Liability tor Income-tax. Chargeable Income— 
Different heads—Classes of Assessee, Resident, Non¬ 
resident, Not ordinarily Resident (Secs. 3, 4 and 6). 

3. Computation of taxable income under different 
heads—Salary (Sec. 7), Interest (Sec. 8), Property Income 
(Sec. 9), Business, Profession and Vocation (Sec. 10), Other 
sources (Sec. 12), 

4. Method of Accounting (Sec. 13). 

5. Simple cases of Computation of total Income of an 
Individual. 

(1) Section A—Income Tax (Honours) ...50 marks 

Income Tax Law and Accounts excluding Company 
Matters (Income Tax Act, 1922 and Indian Finance Act). 

(0 Definitions (Introduction). 

(if) Charge of Income-Tax and Super-Tax (Chs. I 
and IX). 

(m) Taxable Income (Ch. III). 

[iv) Deduction and Assessment (excluding procedure 
and appeal) (Ch. IV). 

iv) Rates of Tax (Finacc Act). 

(vi) Refunds and Reliefs (Ch. VII). 



STUDIES IN INCOME TAX 

A BRIEF HISTORY 

Income tax is one of the most important sources of 
revenue for financing governmental activities in India. The 
system of Income Tax is not a new thing in India ; it 
existed even in the Hindu period. It was first introduced 
in British India in 1860. Since then it has undergone 
several minor amendments. Many new enactments were 
also passed during the period upto 1886. The enactment 
of 1886 placed Income Tax on a sound and permanent 
footing. It continued upto 1918 with certain striking 
changes in the years 1903, 1916 and 1917. In the year 
1903, the taxable minimum was upgraded. In 1916 the 
principle of gradation in India was first introduced, and 
Super Tax was introduced in the year 1917. 

The Income Tax Act of 1918 repealed all the previous 
Acts, and it remained in operation till 1922 when a new 
Act had to be passed after the reforms caused by the 
Government of India Act of 1919. The Act of 1922 
remained in force for a period of 40 years ; but during this 
period innumerable amendments were made. The Annual 
Finance Act of the Government of India also made several 
changes in the rules and regulations of the Income Tax 
Act. Because of these various amendments the Act became 
complicated. With a view to simplify the provisions of the 
Act it was referred to the Law Commission in 1956. The 
report was submitted in the year 1958. Again, in order 
to prevent evasion of taxes and minimise trouble caused 
to the assessee, the Direct Tax Administration Enquiry 
Commission was formed. The Commission submitted its 
report in the year 1959. The recommendations of the 
Law Commission, report of the Direct Tax Enquiry 
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Commission and suggestions from the members of the 
public, Chambers of Commerce and other interested 
persons were examined by the special Committee of the 
Central Board of Revenue. On the basis of their findings, 
an Income Tax Bill was prepared and was introduced 
in the Indian Parliament in April 1961. The Bill was 
referred to the Select Committee in May 1961, and 
finally the same was passed in September 1961. It is a 
comprehensive Act containing 298 Sections and 4 
Schedules. 

Income Tax Act 1961 came into force on 1st April 1962 
and its provisions are applicable to the whole of India 
including the State of Jammu and Kashmir. 

The Central Board of Direct Tax is also empowered 
by this Act to make certain rules. 

Besides, the Annual Finance Act of the Government of 
India fixes the rates of taxes to be charged each year. 
Tnese rules along with the Annual Finance Acts arc 
equally efifective as the Sections of Income Tax Act, 1961 
in governing Income Tax of India. Again, according to 
Section 297 of the present Act the provisions of the old 
Act of 1922 are made effective under certain special 
circumstances. 



CHAPTER I 
DEFINITIONS 

Q. 1. What is Income and what it includes ? 

Ans. Income Tax as the term signifies is a direct tax 
on income. But the Act does not define the term ‘Income* 
in precise terms. It simply signifies certain items which arc 

to be included in Income for the purpose of Income Tax. 
To have a clear conception about the term reference to 
the various judicial pronouncements in this respect should 
be made. 

Income generally means a periodical monetary return 
coming with some sort of regularity or expected regularity 
from definite souices. The source need not be necessarily 
one which is expected to be continuously productive, but 
it must be one whose object is the production of definite 
return. It excludes any thing in the nature of mere 
windfall. Thus Income has been likened pictorially to the 
fruit of a tree or the crop of a field. 

The provision of the Act under Section 2 (24) is not 
exhaustive. It thus widens the accepted meaning of the 
term ‘Income’. According to Section 2 (24) the following 
types of receipts are included in the “Income’*. 

(i) Profits and Gains, 

lii) Dividends. 

(iii) The value of any perquisites or profits in lieu of 
salary taxable under the head ‘Salaries'. 

(iv) (a) The value of any benefits or perquisites 
obtained from a company either by a Director or by a 
person who has substantial interest in the Company or by 
the relative of the Director or such person. 

(b) Any sum paid by any such Company in respect of 
any obligation which, but for such payment, would have 
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been payable by the Ditector or other person as mentioned 
above. 

(v) Profits and gains of business and profession under 
Section 28. 

(vi) Any sum chargeable to Income Tax under Sections 
41 and 59. 

(vii) Any Capital gains chargeable under Section 45. 
(viii) (a) Profits and gains of any business of insurance 

carried on by a mutual Insurance Company or by a Co¬ 
operative Society. 

(b) Any surplus taken to be such profits and gains by 
virtue of the provisions contained in the First Schedule. 

Q. 2. Who are liable to pay tax ? Add a very short 
note on each item. 

Or, Define ‘^Person’* according to Income Tax Act. 

[ C. U. Degree Course B. Com. 1964 ] 

Ans. Income Tax is payable on the ‘income’ of a 
person. According to Section 2 (31) A person includes :— 

1. An individual, 

2. A Hindu Undivided Family, 

3. A Company, 

4. A Firm, 

5. An Association of persons or body of individuals 
whether incorporated or not, 

6. A Local Authority, 

7. Every artificial judicial person not falling within 
any of the preceding sub-clauses. 

Short notes on persons :— 

Individual : 

It means a human being or a single person. A Trustee 
or Administrator or Executor is also assessable as an 
individual in his respective capacity. A married woman 
is liable to pay tax in respect of income earned by her own 
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«Kill. A minor is also assessable for his earnings earned by 
his own skill. 

Even a person of unsound mind is also liable to pay 't:ax 
in respect of his income as an individual. 

Hindu Undivided Family : 

It is not defined in the Income Tax Act. It has to be 
determined with the help of sacred books and customs of 
the Hindus and also from various judicial pronouncements. 
It is a tenancy in common arising by Law among certain 
relations. It may include relation by adoption, but it can, 
under no circumstances, be created by contract or agree¬ 
ment by strangers who arc not so related. The Hindu 
Undivided Family is governed by two schools of Hindu 
Law—(1) Dayavhaga and (2) Mitakshara. According 
to Dayavhaga Law, a son has no right in the property of 
the family during the life time of the father, but according 
to Mitakshara Law, every male member acquires a right 
in the family’s property immediately after his birth. 

Company : 

It means a company formed and registered under the 
Companies Act, 1956 and includes : 

(1) A company formed and registered under any 
Law relating to Company formerly in-force in any part 
of India (other than the State of Jammu and Kashmir). 

(2) In the case of the State of Jammu and Kashmir, 
a company formed and registered under any Law for the 
time being in-force in that State provided that the 
registered office of the company in all cases is in India. 

Thus the meaning of the term ‘Company* has much 
wider scope under Section 2 (26) of the Act. 

Local Authority : 

A Local Authority means an authority such as 
Municipal Committee, District Board, Improvement Trust, 
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Water Board, Inland Navigation Board, Body of Port 
Commissioners etc. legally entitled to the control and 
management of the municipal fund. 

Firm : 

The ‘Firm’ as defined by the Indian Partnership Act, 
1932 has been adopted by the Indian Income Tax Act. 
The definition given by the Indian Partnership Act, 
1932 is as follows : 

“Partnership is the relation between persons who have 
agreed to share the profits of a business, carried on 
by all or any of them acting for all.” Persons who have 
entered into partnership with one another are called 
individually “Partners” and collectively “a Firm” and 
the name under which the business is carried on is called 
the “firm name”. 

The expression “partner” for the purpose of Income 
Tax shall also include any person, who being a minor, has 
been admitted to the benifits of partnership. 

Association of Persons : 

It means association or body of individuals, companies, 
firms whether registered or not. The common tie between 
them is their joint interest. It has the right to sue and 
the liability to be sued as an association. Co-owners, 
Chambers of Commerce, Clubs, Co-operative Societies, 
Mutual Benefit Societies, Mutual Insurance Companies 
are examples of such associations of persons. 

Artificial Judicial Person : 

Apart from an association of persons or a Company 
which are recognised as a legal person, an artificial 
judicial person is also to be assessed under Section 2 
(31) of the Income Tax Act. Artificial Judicial Person 
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includes a University, Ear-Council, Statutory Corroration 
and a God. 


Q. 3. Define Hindu Undivided Family” according 
to Income Tax Act. 

[ C.U. Degree Course. B. Com. Part II 1965 ] 

Ans. Income Tax is payable on the “Income” of a 

“Person”. According to Section 2 (31) the term “Person” 
includes seven categories of persons of which “Hindu 
Undivided Family” is one. 

[ For the next portion of the answer see answer to the 
Q. No, 2 (Hindu Undivided Family portion only, page 5) ] 

■Jq- 4. What is Agricultural Income ? 

X . [ Degree Course B. Com. 1964 ] 


Ans. There are certain types of incomes which are not 
taxable under the Income Tax Act. Agricultural income 
is of such a type which is excluded from Income Tax Act. 
It generally means the income derived from agriculture. 
According to section 2 (2), Agricultural Income means : 

(1) Any rent or revenue derived from land, 

(2) Any income derived from such land by agricul¬ 


ture :— 

(i) Through the performance of any agricultural pro¬ 
cess by a cultivator or by a receiver of rent-in-kind to 
render the produce raised or received by him fit to be taken 
to the market. 

(ii) From the sale of the produce raised or received 
by a cultivator or receiver of rent-in-kind. In respect of 
the produce sold no process other than as stated above, 
has been performed. 

To treat any item as agricultural income, the land from 
which the income is derived must satisfy the following 
conditions :— 

(i) It must be used for agricultural purpose, 

(ii) It is either assessed to Land Revenue in India or is 
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subject to a local rate assessed and collected by officers of 
the Government as such. 

(4) Any income derived from any building provided : 

(i) The building is in the immediate vicinity of the 
land, 

(ii) The building is owned and occupied as a dwelling 
house or store house by the cultivator or receiver of rent- 
in-kind of any such land mentioned above. 

The following incomes though derived from land arc 
not treated as Agricultural Income, and hence taxable. 

(i) Income from fisheries, 

(ii) Income from markets, 

(iii) Income from royality for raining, 

(iv) Income from moorings and ferries, 

(v) Income from the sale of salt from land flooded 
with salt water, 

(vi) Income from supply of irrigation water, 

(vii) Income from interest payable in cash or kind on 
loan to the cultivators for conducting agricultural operation, 

(viii) Income from the sale of straws, fruits, woods, 
barks and leaves of trees which have grown on the land 
spontaneously without any human labour. 

(ix) Any income from dairy firming and cheese making. 

(x) Income from the sale of earth for brick making, 

(xi) Income from iterest on arrears of land revenue. 

•Incomes from Tea-estates and Sugar mill Companiesown- 
ing their own cane firms are partly agricultural and partly 
non-agricultural. 60% of the income from Tea-estate is trea¬ 
ted as agricultural income and the rest non-agricultural. 

Q. 5. What is Total Income and Total world 
Income ? 

Ans. Assessees are first classified into three categories 
on the basis of their residence. These different types of 
assessees have to pay taxes on their different types of 
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incomes as per Section 2 (45). Total Income means the 
total amount of income referred to in Section 5 computed 
in the manner laid down in this Act. It means incomes 
derived from : 

(1) Salaries, 

(2) Interest on Securities, 

(3) Properties, 

(4) Profits and gains from business, occupation and 
vocation, 

(5) Capital gains, and 

(6) Other sources in the manner as computed under 
the Act. 

As per Section 2 (46) of the Act» Total world Income 
includes all incomes wherever arising or accruing except 
incomes which are not included in the Total Income under 
any provisions of the Act and non-taxable capital gains. 
So it includes incomes from profits and gains arising 
outside India in addition to the Total Income as defined 
above. It has got its significance only in the case of non¬ 
resident. 

Q. 6. What is Casual Income ? 

Ans. There arc certain types of income which are of 
casual, non-recurring or temporary nature. These types 
of casual incomes are non-taxable incomes. These incomes 
are in the nature of unforeseen windfall gains. As per 
Section 10(3)of the Act, any receiptto be treated as casual 
income must satisfy the following conditions : 

(1) It must be of a casual and non-recurring nature. 

(2) It must not be in the nature of Capital Gains 
chargeable under the provision of Section 45. 

(3) It must not arise from business or from the exercise 
jof profession or occupation, 

(4) It must not be by way of addition to the 
^remuneration of employee. 
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Q. 7. What is Earned Income ? 

Ans. There are certain types of incomes which arc 
earned by personal exertion. Incomes from salary, profits 
of business and professional occupation are of such kind. 
In terms of Section 2 (7) of the Annual Finance Act, earned 
income includes : 

(1) Income chargeable under the head ^Salaries’ 

(2) Income chargeable under the head ‘profits and 
gains' of business, profession and vocation, if such business, 
profession or vocation is carried on by the assessce 
himself. 

(3) Income chargeable under the head ‘Other Sources" 
provided the income is earned by personal exertion. 
Directors’ fees, royalties of authors are examples of such 
type of income. It may also include a pension or super- 
annuaticn or other allowances given to an assessee in res¬ 
pect of his past services. 

(4) Any other income of another person but treated slb 
assessee’s income under any provisions of the Act. 

The following persons only can have earned income. 

(1) An Individual, 

(2) A Hindu Undivided Family, 

(3) An Unregisterd Firm, 

(4) An Association of persons (not being a Company,. 
Local Authority or Registered Firm) 

Q. 8. What is Unearned Income ? 

Ans. There are again certain types of incomes which 
are earned without any personal exertion. These are called 
unearned incomes. Income from properties. Interest on 
Securities, Dividend on shares etc. are of such type, vrhich 
the assessee earns without any personal exertion ; hence 
treated as unearned income. 

Q. 9. Who is an ‘Assessee* ? Mention the differentr 
classes of assessees. [ C. U, Degree Course B, Com. 1963 J 
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"Or, Define ‘‘Assessee*’ according to Income Tax Act. 

[ C. U. Degree Course B. Com. Part II 1965 ] 

Or, Explain the term *'Assessee’' as defined in Income 
Tax Act. [ C. U. M. Com. 1961 ] 

Ans. In terms of Section 2 (7), assessee means a person 
who is liable to pay Income Tax or Supper Tax or any 
other sum payable under the Act. It includes— 

(1) Every person in respect of whom any proceeding 
under this Act has been taken for assessment of any of the 
following : 

(a) his income, 

(b) the income of any other person in respect of which 
he is assessable, 

(c) the loss sustaind by him or by such other person, 

(d) the amount of refund due to him or to such other 
person. 

(2) Every person who is deemed to be an assessee 
under any provisions of the Act. The local representative 
of an assessee is deemed to be an assessee in his 
representative capacity under Section 160 of the Act. An 
agent is deemed to an assessee for the income of the non¬ 
resident. 

(3) Every person is deemed to be an assessee in default 
under any provisions of the Act. An assessee who fails to 
pay the instalment amount of advance tax in due time is 
deemed to be an assessee in default under Section 218. 

Classification of assessees 

Assessees are classified into the following categories 
according to the legal and residential status. 

(i) Classification accorrding to the residential status 

(a) Resident and Ordinarily Resident, 

(b) Resident but not Ordinarily Resident, 

(c) N on-Re sident. 
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(ii) Classification according to the legal status :— 

(a) Individual, 

(b) Hindu undivided family, 

(c) Company, 

(d) Firm, 

(e) Association of persons or body of Individuals, 

(f) Local Authority, 

(g) Artificial Judicial person. 

Q. 10. What is exempted Income ? 

Ans. There are certain types of incomes which though 
included in the total Income of the person, are otherwise 
exempted from the Income tax and/or Super Tax. A rebate 
is allowed on such income at an average rate of tax 
calculated on total income. These are treated as Exempted 
Income. 

Q. 11, ^ What is dividend ? 

Or, Explain the term "‘Dividend” as defined in the 
Income Tax Act. [ C. U. M. Com, 1961 ] 

Or, Explain “Dividend Income”. [C. U. M. Com. 1962 ] 

Ans. The share of profit of a Company received 
by shareholders is generally called Dividend. Income 
from dividend is included under the head ‘‘Income From 
Other Sources”. As per Section 2 (22) of the Act, the 
following specific distributions are included in the 
‘Dividend*. 

Any distribution by a Company to its shareholders : 

(1) Accumulated profits whether capitalised or not, 
if such distribution entails the release of all or any part 
of the assets of the Company. 

(2) (a) Debenture, Debenture Stock or Deposit Certi¬ 
ficate in any form whether with interact or without 
interest to the extent to which the company possesses 
.accumulated profits, whether capitalised or not. 
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(b) Share by way of bonus to the extent to which the 
Company possesses accumulated profit whether capitalised 
or not. This is applicable only in the case of preference 
shareholders. 

(3) On the liquidation of a Company any distribution 
to the shareholders, to the extent to which the distribution 
is attributable to the accumulated profits immediately 
before its liquidation whether capitalised or not. 

(4) On the reduction of its capital any distribution 
to the shareholders to the extent tu which the Company 
possesses accumulated profits whether capitalised or not. 

(5) (a) Any payment by a Company (not being a 
Company in which public are substantially interested) 
of the sum by way of advance or loan to a shareholder 
being a person who has substantial interest in the 
Company. 

(b) Any payment by any such Company (not being a 
Company in which public are substantially interested) 
on behalf or for the individual benefit of any shareholder 
to the extent to which the Company in cither case 
possesses accumulated profits. 

But Dividend does not include :—(1) Any distribution 
made in accordance with the sub-clauses 3 and 4 in respect 
of any share issued for full cash consideration where the 
shareholder is not entitled in the event of liquidation to 
participate in the surplus assets. 

(2) Any advance or loan made to a shareholder by a 
Company in the ordinary course of business where the 
lending of money is a substantial part of the business of 
the Company. 

(3) Any dividend paid by a Company which is set off 
by the Company against the whole or any part of any sum 
previously paid by it and treated as dividend within the 
meaning of clause 5 to the extent to which it is so set off. 
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Explanations : 

(1) The expression of accumulated profit wherever 
it occurs shall not include capital gains arised out before 
1st April 1946 or after 31st March 1948 and before 1st 
April 1956. 

(2) Accumulated profits will include all profits upto 
the date of distribution or payment of profits upto the 
date of liquidation, as the case may be. 

Q. 12. Define-Assessment year. 

Ans. Assessment year : The amount of tax payable 
under Indian Income Tax Act is assessed annually in 
each Financial Year. Financial Year means the period 
of 12 months commencing on the 1st day of April every 
year. 

The Assessment Year is the Financial Year in which 
tax is levied. The Financial Year commencing on the 1st 
day of April 1965 and to be ended on 31st March 1966 
is termed as the Assessment Year 1965 66. 

PREVIOUS YEAR (Explained) 

Income Tax is payable on the income of the previous 
year. Previous Year is also known as Tncome Year’ or 
‘Accounting Year*. Now the question is what is Previous 
Year? Previous Year for any Assessment Year generally 
means the Financial Year immediately preceding that 
Assessment Year. 

Example : 

For the Assessment Year 1965-66 the Previous Year will 
be the Financial Year (1964-65) immediately preceding 
this Assessment Year. To make it more clear it may be 
said that the Previous Year for the Assessment Year 
1965-66 will be the period of 12 months commencing on 
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’the 1st day of April 1964 and ending on 31st March 
1965, or it may be any period of 12 months ending within 
31st March *65. 

As per Section 3 of the Act. (a) Previous Year means 
The Financial Year immediately preceding the Assessment 
Year. 

(b) If the accounts of the assessee have been made 
upto date within the said Financial Year the period of 
12 months ending on such date will he his Previous Year, 

Example : 

Suppose that the Accounting Year i.e., Income year of 
any person is from 1st January to 31st Decmber. In this case 
the Previous Year for the Assessment Year 1965-66 will be 
the period from 1st January 1964 to 31st December 1964. 
In this case his Income Year (January 1964 to December 
1964) is ending within the Financial Year 1964-1965 i. e. 
the Financial Year immediately preceding the Assessment 
Year 1965-66. 

(c) In tlic case of any person or business not falling 
within the above two clauses, the Previous Year will be 
such period as may be determined by the Board or by any 
Authority authorised by the Board in its behalf. 

(d) (i) In the case of business or profession newly set up 
in the said Financial Year (Financial Year immediately 
preceding the Assessment Year) the Previous Year will be 
the period beginning with the date of setting up of the 
business or profession and ending with the said Financial 
Year (ending on 31st March immediately preceding the 
Assessment Year). 

(ii) (In case newly set up business or profession) 
If the accounts of the assessee have been made upto a date 
within the said Financial Year then Previous Year will be 
the period, at the option of the assessee, ending on that 
date. 
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(iii) ( In Case of newly set up business or profession ) 
The Previous Year may be the period beginning with the 
date of setting up of the business or profession and ending 
with the period as may be determined by the Board or by 
any Authority authorised by the Board. 

Example : 

Suppose that the Assessment Year is 1965-66. So, in 
this case the Financial Year immediately preceding this 
Assessment Year is the period from 1st April 1964 to 
31st March 1965. 

(1) Mr. A has set up a new business on 1st October 
1964 (falling within the said Financial Year). In this case 
the Previous Year for this Assessment Year may be the 
period from 1st October 1964 to 31st March 1965 (i.e, 
ending with the said Financial Year). 

(2) But suppose that the accounts of Mr. A arc made 
up to the 31st December 1964. In this case he may adopt 
his Previous Year for that Assessment Year (1965-66; as 
the period from 1st October to 31st December 1964. In 
this case for all subsequent Assessments his Previous 
Year will be the period from 1st January to 31st December 
each year. 

(3; if the accounts of Mr. A are not made upto the 
date of assessment he will have no option but to adopt the 
period from 1st October 1964 to 31st March 1965 as his 
Previous Year. It is assumed that the assessments are 
taken after 12 months from the date of setting up of his 
business. 

(iv) But if the accounts of the assessee are made 
upto a date in the Assessment Year for a period not 
exceeding 12 months from the date of setting up of 
his business, then at the option of the assessee the 
Previous Year will be that period for which accounts are 

made up. 
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Examples : 

(i) Suppose that the Assessment Year is 1965-66. Mr. X 
has set up a new business on 1st July 1964 and his accounts 
are made upto 30th June 1965 and he is entiried to adopt 
this period (from 1st July 1964 to 30th June 1965) as his 
‘Previous Year’or‘Accounting Year’, but the income of 
this Previous Year cannot be assessed in the year 1965-66. 
It can be assessed only in the Assessment Year 1966-67 
1 c. for the Assessment Yeac 1965-66 Mr. X will have nO 
Previous Year. 

(ii) in this case if Mr. X adopts the period of 11 
months from 1st July to 31st May as his Previous Year 
and his acounts are made upto 31st May 1964, he is 
entitled to do so, and in this case also he will have no 
Previous Year for the Assessment Year 1965-66 and 
ultimately his accounting period will be the period from 
1st June to 31st May next in each subsequent years. 

(d; (3) in the case ot business or profession newly set up 
in the said Financial Year—it the accounts ot the assessee 
are not made up-to-date on the date ot assessment and 
assessments are taken before the completion of 12 months 
irom the date of the setting up of his business, the 
assessee may contend that he will make up his accounts for 
a period of 12 months. In this case assessments may be 
kefbt postponed. But if assessments are taken on any date 
after the completion of such 12 months and the assessee 
has not made up his accounts (for any period not exceeding 
12 months) he will have no other option but to adopt the 
period from the date of setting up of the business to 
31st March next following as his Previous Year. 

Example : 

Mr. M started a business on 1st October 1963 and the 
assessments are taken on 5th June 1964. Mr. M has not 
made up his accounts for his new business up to the time 
2 
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of assessment. He contended that he would close up his 
accounts on 30th September 1964 (exactly after the comp- 
pletion of 12 months from the date of starting his 
business). He was entitled to do so. But if the assess¬ 
ments were taken, say, on 5th October 1964 and he had 
not made up his accounts for any period not exceeding 
12 months, in this case he would have no option but to 
adopt the period upto 31st March 1964 as his Previous 
Year. 

(e) In the case of business or profession newly set up 
in the 12 months immediately preceding the said Financial 
Year—(1) if the accounts of the assessec have been made 
upto a date within the said Financial Year for a period not 
exceeding 12 months then, at the option of the assesse, such 
period will be his Previous Year. ( 2 ) If any period has 
been determined by the Board or by any authority 
authorised by the Board, then the period beginning with 
the date of setting up of the business and ending with that 
period. 

(f) Where the assessec is a partner in a Firm then in 
respect of the assessce’s share in the income of the Firm, 
his Previous Year will be the period as adopted by the 
Firm as its Previous Year. 

(g) In respect of profits and gains from Life Insurance 
Business, Previous Year will be the year immediately 
preceding the assessment Year for which annual accounts 
are required to be prepared under the Insurance Act 1938 
or under the Life Insurance Corporation Act 1956. 

Subject to other provisions of the Act in this Section, 
the assessec may have different Previous Year in respect 
of separate source of his income. 

In respect of a particular source of income or of a 
business or profession newly set up, an assessee once 
adopting the particular accounting period as his Previous 
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Year, is not entitled to change it except with the consent 
of the Income Tax Officer and on such conditions as the 
1. T. O. may impose. 

The Previous Year cannot be for a period of more than 
13 months and less than 11 months. 

{ Previous Year ) 

( Previous Year)-dl? 

^ 1 Previous Year-t '^rnr 

(Iricomc year or Accounting Year). 

( Financial Year ) 

^K^<r (Assessment Year) 1 

5rr& vst I 

"STT^^^ -sir^W Previous Year-^^ * 

i I >!tTr^«r«TC^ Assessment Year-v£i^ 

Previous Year ^sfl I 
vilfe 

( i5 598-'59« ) "^iff Assessment Year ^ 

^175 ^^' 5*8 

3ir& a 'stTR^ ^ Assessment 

Ycai'vfi^ ( ) Previous Year t 

1 c^csi 

'®t^:l C^t*! (Period) >34»'5 

^*0 

Assessment Year-iil^ Previous Year I 

^Ttpi^ ^ Assessment 

Yeer-vil^ (Financial Year) W C»r^ 

^ Assessment Year-i$? m 
(M ‘Previous Year’ ’f^fj ^ I 
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Assessment Year 1 CTO 

Calender Year-^iT ^iC*t 

C^m iJ»^3-'!54 Assessment Year 

Financial Year *•— 

i?558-'te« i5^o-'5»3 i 

( i^'Sao >iTC^;^ ',^\ iSbS >[tcs^^ ) I 

^9? TO^iTf ? ( Accounting Year), TOTf: 

i:?^NS ^It>f 

TOIC^t Assessment Year-^^ Previous Year i 

^■nfc] vit iS'oi-!58 >iTc^^ <(W^^ ^c*fT c*f^ 

^?rrc^ i 

' : C^T^tq c^i^rs Previous Year-iy 
si’l ^i-cvi Income Tax i 

9 1 'U<f5f:‘C^Ci; Previous Year 

I C^^9 Assessment Year-^^ 

>i> cM^ <'><'^.1': cn*P. TO^II 

>iT<JT^5«t»T'/^ Assessment Year-’5? 

Previous Year ! 

sr Previous Year — 

'^ >,rjTr55 i5 

<!^.v iiiyA , 

l^?itft ^1 

I 

vf»{5(C'^-ri ^<fr::5r^ 5‘B^l Previous Year-fB 

^vv: I ^>.1 ?J<>i| 5[Tlj 

■sitf^r^ -A\W3^^ m fff*T >13I^'9 Previous Year 

5 re's ’(K^r 3? Oic-f ^ CTO 

'Z\m ^TC?! 1 ’^^*JJ 5!^*# ^t>f TO^=s; 
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s(1 I Assessment Year-‘^i^ 

m f^fS ^Tfir^fB ^i^T^<n 

C»|C^ ^'e5 Assessment Year-^ ?-Tr3 nrm^ I ^T^«l, 

^ Assessment Year-^il^ ^ I 

^'5^tsAssessment Year-il^ Previous 

Year ^rrf^c^ VTl i Assessment Year-^^ 

^■ 5 ; ^ «fpT I 

>fvvfk^p ^ Previous Year ^=fT 

'f'<!l ^Pj:-^ I 

^Z^p\ ■2f<?rsr Previous Year ^!^1 ^1 

Income Tax ^ I 

-IR ^5>5s8-'''*« ^Fjj-cs; Assessment Year “^” 
i-^ll ^R>i1 4f^1 

T^tc^ ^^•R I '5<5'?T1 

•‘<p’' c^ c>[ f?>it^ '3°?;n c>v.'-i^^i 

^t%¥l Cf-H'^ I C^Cli 

>(f^ i5>b8 

*rr^( cf(m c^ <t^>it# i^>rr^ 

^1^‘1 

>lTi:^^ '3^C"f 51T5 Previous year ^«tT 

I C^C3i Previous Year 

yc|1 'SiCH 3it5—I 

c^cas i5»^8 '©^^■f 

'slfiiw sttu^ fsi"»lf% ^ferl cvf3niH5-'at ewra 

“?p” >iK^ 

'5|i:«(T C^-C^t^ (Period) v<i^^ 
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Previous Year I 

^$1^1 


'»>cn 'Sit ^ "<p’'-d)^ Previous Year 

’f'tl ^C^, vfi^^ i5v.9-4s<i m 1 

Tirr^'nr “^” ■*if? 1^? cn y^ 

>rr?:^^ ^ 

^(TR^i ^:tc<j I f%i CNC^ viit 
i5J59.u« >rrc5^? Assessment Year-v£i c*t^ C^ll* 

“^’’-vS? I b^>'i8-'i^ Assess¬ 


ment Year-viJ^ W “^”->ii<T C^fi( Previous Year ^ITr^C^ ^1 1 

Assessment Year-^ ( j^rj^tp ‘‘?p”-ifi^ ?rf^' 


1 

i CW >i«T 

“Previous Year” -sirnn: 

^r*-^ ^ Previous Year-s ^VC? i 

^ -sir^ “Previous Year" 


7 , Previous Year "vST^i 


^5^f5 4-^1 ^1 ! 

-^ 

13. What is Previous year according to Income 


Tax Act ? 

r C. U. M. Com. 1963, C. U. Decree Course B. Com. 1965 1 


Ans. Income Tax is payable on the income of the 
Previous Year which is also known as the Income year 
or Acco untin g year. 

1. Previous Year means the financial year immediately 
preceding the Assessment year. 

2. If the accounts of the assessec have been made 
up-to-date within the said financial year, the period 
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of 12 months ending on such date will be his Previous 
Year. 

3. In case of person or business not falling within 
the above two clauses the Previous year will be such 
period as may be determined by the Board or by any 
Authority authorised by the Board. 

4. In case of business or profession newly set up 
in the financial year immediately preceding the Assessment 
year, the previous year vrill be the period beginning with 
tiie date of setting up of business and ending with the 
said Financial Year. 

5. In case of newly set up business or profession, when 
the accounts of the assessee have been made up-to- 
date within the said financial year, the Previous year 
will be the period, at the option of the assessee, ending 
on that date. 

6. In case of newly set up business or profession the 
Previous year may be the period beginning with the date 
of setting up of business or profession and ending with 
the period as may be determined by the Board or by 
any Authority authorised by the Board. 

7. But if the accounts of the assessee are made upto 
a date in the said Assessment year for a period not 
exceeding 12 months from the date of setting up of his 
business, then, at the option of the assessee, the Previous 
year will be that period for which accounts are 
made up. 

8. In case of newly set up business or profession 
if th e accounts of the assessee are not made up to any 
date even after the expiry of 12 months from the date 
of setting up of business, the assessee will have no option 
but to adopt the period from the date of setting up of 
the business to 31st March next following as his 
Previous year. 
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9. In the case of business or profession newly set 
up in the 12 months immediately preceding the said Fioao- 
dal year and the accounts of the assessee have been made 
up to a date within the said Financial year for a period 
not exceeding 12 months, the Previous year will be, at the 
option of the assessee, the period up-to-date for which 
accounts are made up. 

10. Where the assessee is a partner in a firm, then in 
respect of the assessee’s share in the income of the firm, 
his Previous year will be the period as adopted by the 
firm as its Previous year. 

11. In respect of profits and gains from ‘Life Insurance 
Business’ Previous year will be the year immediately prece¬ 
ding the Assessment year for which annual accounts 
are required to be prepared under Insurance Act 1938 
on L. 1. C. Act 1956. 

12. An assessee may have diflferent Previous year 
in respect of separate sources of Income. 

13. Previous year once adopted cannot be changed 
without the consent of the Income Tax Officer. 

14. The Previous year cannot be for a period of more 
than 13 months and less than 11 months. 

Illustrations 

Q. 14, Find out the relevant Previous Year for the 
Assessment year 1965>66 in respect of the following busi¬ 
ness, whose accounting period are also given :— 

(i) Publishing business—(Accounting period )—1st July 





to 30th June. 

(ii) 

Jute mills— 

«F 

—1st October to 
30th September. 

(iii) 

Stationery business— 

» 

—1st January to 
31st December 
(Calender year). 
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(iv) Cloth business—(Accounting period)—1st April to 

31st March. 
(Financial year). 

(v) Hotel business— ,, —1st November to 

31st October. 
(Diwali year). 

(vi) Book-selling business „ —1st January to 

31st December. 

Ans. Relevant Previous year for the Assessment year 
1965*66 . 

(i) Publishing business—1st July, 1963 to 30th June, 

1964. 

(ii) Jute mills—1st Oct. 1963 to 30th September, 1964. 

(iii) Stationery business—1st January, 1964 to 31st 

December, 1964 

(iv) Cloth business—1st April, 1964 to 31st March 1965. 
i'v) Hotel business—1st November, 1963 to 31st October, 

1964. 

!vi) Book-selling business—1st January, 1964 to 

31st December, 1964. 

Q. 15. Find out the relevant Previous Year in respect 
of the following business newly set up on the following 
dates for the Assessment year 1963-64. The accounts of 
the business are made up for a period not exceeding 12 
months. 

(i) New Textile Mill on 1st July, 1962. 

(ii) New Publishing business on Jst June, 1962. 

(iii) New Contract business on 1st October, 1961. 

(iv) New Grocery shop on 15th April, 1962. 

(v) New Cloth business on 1st November, 1962. 

(vi) New Medical Stores on 1st April, 1962. 

(vii) New Paint Shop on 1st July, 1961. 

Ans. The relevant Previous year for the Assessment 
year 1963-64 will be as follows :— 
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As the accounts are made up-to-date, then at the? 
option of the assesses : 

(i) The period from 1. 7. 1962 to 31. 3. 63. 

Or, he may have no Previous year for the relevant 
Assessment year if the accounts are made up for the period 
from 1. 7. 62, to 30. 6. 63. 

(ii) The period from 1. 6. 62, to 31. 3 63. 

Or, he may have no Previous year for the relevant 
Assessment year if the accounts are made up for the 
period from 1. 6. 62 to 31. 5. 63. 

(hi) The period from 1. 10. 61 up to a date not beyond 

30. 9. 62. 

(iv) The period from 15. 4. 62 to 31. 3. 63. 

Or, he may have no Previous year for the relevant 
Assessment year 1963-64 if he adopts the period from 15- 4, 
62. to 14. 4. 63. 

(v) The period from 1. 11. 62 to 31. 3. 63. 

Or, he may have no Previous year for the relevant 
Assessment year if he adopts his accounting period from 
1. 11. 62. to 31.10. 63. 

(vi) The period form 1. 4. 62 up to a date not beyond 

31. 3. 63. 

(vii) The period from 1. 7. 61 up to a date not beyond 
30. 6. 62. 

In the case of (iii) and (vii) the accounts of the 
assessee must not have been closed on 31. 3. 62. Had it 
been so, the assessment would have first been made in 
the year 1962-63, and then those could no longer be 
considered as new business in the assessment year 1963-64. 
So it can be definitely assumed that the periods adopted' 
by the assessee in the above two cases must have crossed 
the 31st day of March, 1962. 



CHAPTER II 

TAX-LIABILITY 


Q. Under whatj^^ditions an individual is treated 
as (i/^KCSidcnt, (iiMRcsident and ordinarily Resjd^nt 
fiii) Resident but not ordinarily Resident Non- 

Resident ? C C. U. M. Com. 1963 J 

Or, 

Explain the term ‘‘Non-Resident” 

1 C. U. M. Com. 1961 ] 

Or. 

Explain—‘Non-Resident assessee’ 

[ C. U. M. Com. 1962 ] 
ns. Resident And Non-Resident 

Assessees are classified into three categories on the 
basis of their residence and the tax-liability of the assesses 
is determined by reference to his residential status in India 
in the Previous Year. The three categories arc as 
follows :— 

1. Resident and Ordinarily resident j 

2. Resident but not Ordinarily Resident ; and 

3. Non-Resident. 


Classification of Assessee 


ASSESSEE 

( 

! 

RESIDENT 


NON-RESIDENT 


1 I . . 

Ordinarily Not Ordinarily 

Resident Resident. 
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Residential Status of an Individual : 

An Individual is said to be Resident in India in any 
Previous year if he fulfils any of the following three 
conditions as per Section 6 of the Act. 

1. He is in India in that year for a period or periods 
of 182 days or more in all : 

2. He maintains or causes to be maintained for him 
a dwelling place in India for a period or periods of 182 
days or more in dll in that year, and he has been in India 
for 30 days or more in that year. 

3. He has been within the 4 years preceding that 
Previous year in India for a period or periods of 365 days 
or more in all, and he is in India for a period or periods of 
60 days or more in all in that Previous year. 

The period of residence or maintenance of house need 
not be continuous. 

An Individual who does not fulfil any of the above 
three conditions will be termed as Non-Resident. 

In order to be regarded as Ordinarily Resident in India, 
a Resident must fulfil the following two conditions :— 

(1) That he has been Resident in India under the 
above rules for atleast 9 out of 10 years preceding the 
Previous Year. 

(2) That he has been in India for a period or periods 
of 730 days or more in all in the seven years preceding 
that Previous year. 

A resident who docs not fulfil any of the above two 
conditions is regarded as ‘Resident but not Ordinaiily 
Resident*. 

If a person is resident in India in any Previous Year 
relevant to an Assessment Year in respect of any source of 
income, he shall be deemed to be resident in India in the 
Previous Year relevant to the Assessment Year in respect 
of each other sources of income. 
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Q. 17. Explain the Residential status of Hindu 
Undivided Family, Firm and other Association of 
Persons. 

Ans. As per Section 6 (7) a Hindu Undivided Family 
is Resident in India in the Previous year if the control and 
management is situated in India either partly or wholly. 
A Hindu Undivided Family is to be regarded as Resident 
and Ordinarily Resident if the Manager or ‘Karta’ li 
Ordinarily Resident in India. 

It is said to be Non-ResideDt if the control and 

management of its affairs is situated wholly outside India. 

As per Section 6 (2) of the Act, a Firm or other 
A ssociation of Persons is regarded as Resident in India in 
ajiy Previous year if the control and mangement of itt 
aff airs is situated in India cither wholly or partly. A Firm 
or other Association of Persons is said to be Ordinarily 
Resident if it is Resident under the above rule. 

If the control and management of its affairs is situated 
wholly outside India, then it is regarded as Non-Resideni. 
There can be nothing as Resident but not Ordinarily 
Rr sident in the rase of Firm and Association of Persons. 

Q. 18. When a Company is regarded as Resident and 
O rdinarily Resident ? 

Ans. Residential status of a company : 

As per Section 6 (3) of the Act, a Company is said to 
be Resident in India in any Previous year if— 

(1) It is an Indian Company ; or 

(2) The control and management of the aff airs of the 
Company is situated wholly in India. 

A Company is Resident and Ordinarily Resident if it is 
Resident in India. There can be nothing as Resident but 
not Ordinarily Resident in the case of a Company. 

N.B. The definitions of Company and Indian Company 
liave been given under Sections 2 (17) and 2 (26) of the 
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Act. A Company is said to be Non-Resident (i) if it is not 
an Indian Company, or, (ii) if the Control and management 
of the affairs of the Company is situated wholly outside 
India. 

Scope of Total Income : 

Assessees are liable to pay tax on their Total Income 
or Total World Income. 

Q. 19. Briefly state the incomes which are included in 
th£ total incomes of the assessee according to their resi¬ 
dential status. 

Or, On what income does a non-resident assessee pay 
income tax ? [ C. U. M. Com. 1963 ] 

The Total income of any Previous year of a Per:>on 
who is a Resident includes all incomes from whatever 
sources these are derived and includes incomes : 

(a) Which are received or deemed to be received in 
India in the Previous year by or on behalf of such person ; 

(b) Which accrue or arise or are deemed to accrue or 
arise to him in India during such Previous year ; and 

(c) Which accrue or arise to him outside India dur¬ 
ing such Previous year. 

Resident but not Ordinarily Resident 

The Total Income of any Previous Year of any person 
‘Resident but not Ordinarily Resident’ in India includes all 
incomes : 

(1) Which arc received or deemed to be received in 
India in the Previous Year by or on behalf of such person , 

(2) Which accrue or arise or are deemed to accrue or 
arise to him in India during such year ; 

(3) Which accrude or arise to him outside India during 
such year provided those are derived from a business con¬ 
trolled in India or a profession set up in India. 
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'Non-Resident: 

The Total Imcome of any Previous Year of a person 
who is a NON-RESIDENT includes all incomes (i) 
which are received or deemed to be received in India in 
the Previous Year by or on behalf of such person ; 

(ii) Which accrue or arise or are deemed to accrue or 
.arise to him in India during such year. 

But income accrues or arises to him outside India 

during such year is excluded from his Total Income. 

Q. 20. Explain the term Tucome deemed to be 
received’. 

Ans. The following incomes shall be deemed to be 
received in the Previous year as per Rule 6 of Part A of 
the Fourth Schedule : 

(1) The annual accretion in the Previous year to the 
credit of an employee participating in a Recognised Provi¬ 
dent Fund to the extent of : 

(al Contribution made by the cmplo yer in excess of 
10% of the salary of the employee ; 

(b) Interest credited to such Fund of the employee 
so far as it exceeds 1/3 of the salary of the employee or 
the amount calculated at a rate higher than the rate fixed 
by the Central Government i. e. 6%, whichever is higher. 

(2) The transferred balance of an Un-recognised Provi- 
dent Fund to a Recognised Provident Fund to the extent 
of employer’s contribution and interest thereon. 

Q. 21. Explain the term ‘Income deemed to accrue 
or arise in India’. 

Ans. The following incomes shall be deemed to accrue 
or arise in India : 

(1) All incomes accruing or arising whether directly or 
indirectly through or from any— 

(a) business connection in India ; 

(b) property in India *, 
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(c) assests or sources of income in India ; 

^d) money lent at interest and brought into India in 
cash or in kind ; 

( e) transfer of capital assets situated in India. 

(2) Income which falls under the head ‘Salaries’ earned 
in India ; 

(3) Income chargeable under the head ‘Salaries’ payable 
by the Government of India to a citizen of India for 
services outside India ; 

(4) Dividend paid by an Indian Company outside 

India. * 

N.B. But pension payable outside India to a person 
shall not be deemed to accrue or arise in India if he is a 
person as referred to in Article 314 of the constitutiqn or 
a Judge of the Federal Court appointed before indepen¬ 
dence and continued his service after the commencement 
of the Constitution as a Judge in India. 

Q. 22. Briefly state the Tax-liability of a person 
(In iiummariscd tormj. 

A ns. The Ta.vliability of Resident and Non-Resident 
in respect of various types of incomes may be summarised 
as follows :— 

1 1) Tax is payable by all classes of asscssees in 
respect of incomes received in India whether arise oi 
accrue or are deemed to accrue or arise here or outside 
India ; 

(2) Tax is payable by all classes of assessees in 
respect of incomes which accrue or arise or deemed to 
accrue or arise in India whether received here or outside 
India ; 

(3) Tax is payable only by a Resident and Ordinarily 
Resident in respect of incomes which accrue or arise or 
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deemed to accrue or arise from any source outside India, 
but not received in India provided the income derived 
from a business controlled outside India or a profession 
set up outside India. 

(4) Tax is payable by a Resident but Not Ordinarily 
Resident in respect of incomes earned outside India 
from a business controlled in India or a profession set Up 
in India but not received in India. 

(5) Tax is not payable by any class of assessee in 
respect of incomes earned outside India in the past Previous 
Year but brought into India in the Previous Year. 

N. B. As per section 220 of the Act where an 
assessee has been assessed in respect of income arising 
outside India in a country which prohibits the remittance 
of money to India the I. T. O. shall not treat the assessee 
in default in respect of that part of tax on the amount 
of income which by reason of such prohibition cannot 
be brought into India. 

Income arising or accruing outside India “received” 
and “brought into”. Receiving of an income refers the 
first occasion upon which the receiver got the income 
under his control. But after such receipt of an income 
it can be remitted to various countries. So after once 
receiving an income it can be brought into many 
countries many times. The ‘receiving of an income’ 
and ‘the income brought into do not imply the same 
thing. 
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Incidence of Taxes on different types of Assessees 
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ILLUSTRATIONS 

Q. 23. Find out the residential status of the following 
persons under the Income-Tax Act for the Assessment 
Year 1965-66, 

(a) Mr. Longman, for the first time, came to India 
from U. K. on 30th June, 1958. He remained here for a 
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continuous period of 3 years and proceeded to Australia on 
1st July, 1961. He came back to India on 1st April, 1962 
and stayed here till 31st July, 1963 when he returned to 
U. K. He again came back to India as an employee of 
a British concern on 31st January, 1965. 

(b) Sri K. Ghosc, a resident of West Bengal left for 
U.S.A. for higher studies on 1st August, 1961. He came 
back to Calcutta on a casual visit for a week on 20th Dec. 
1962 and again on 20th December, 1963. He however, 
maintained a house in Calcutta for him for dwelling pur¬ 
pose during the entire period from 20th December, 1962 to 
30th December, 1964. He stayed in his house maintained 
in Calcutta during his two casual visits to India. During 
the year ended 31st March, 1965 he did not came to India 
at all. Would it make any difference if Sri Ghose stayed 
in India for a week during the year ended 31st March, 
1965. 

(c) Indian Textile Agency Co Ltd, an Indian company, 
carries on business in India as well as in South Africa. 
The control and management of its South African business 
was wholly situaied in India during the year ended 31st 
March, 1965. The income accruing or arising in South 
Africa in that year was much larger than that arising or 
accruing to its business in India. 

[ Q. prepared according to Q. of C. A. Final, 1957 ] 

Ans. (a) The previous year for the Assessment Year 
1965-66 will be the period from 1st April, 1964 to 31st 
March, 1965. The residential, status of Mr. Longman is to 
be determined for the above previous year. The following 
analysis will make it clear. 

He stayed in India :— 

In 1958-59 from 30-6-58 to 31-3-59 — 275 days 

In 1959-60 from 1-4-59 to 31-3-60-366 „ 

In 1960-61 from 1-4-60 to 31-3-61 = 365 „ 
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In 1961-62 from 1-4-61 to 30-6 61- 91 days 

In 1962-63 from 1-4-62 to 31-3-63 = 365 „ 

In 1963-64 from 1-4-63 to 30-7-63 = 121 ,, 

In 1964-65 from 31-1-65 to 31-3-65= 60 „ 

From the above analysis it is found that Mr. Longman 
has been in India for 60 days in the previous year (1964-65) 
and more than 365 days during the four years preceding 

that previous year. So he is considered as a Resident of 
India. 

To become resident and ordinarily resident Mr. 
Longman has to satisfy other two conditions of which the 
following is one :— ^V) Must be a resident for 9 years in 10 
years preceding to the previous year. Mr. Longman fails 
to fulfill above condition as he came to India for the first 
time only 6 years before the previous year. 

Therefore, Mr, Longman is resident but not ordinarily 
resident of India for the assessment year 1965T966. 

(b) The previous year for the assessment Year 1965-66 
will be the period from 1st April 1964 to 31st March 1965. 
The residential status of Sri Gliosc will be as follows : 
Sri Ghose was in India : 

In 1961-62 from 1-4 61 to 30-7-61 = 121 days 

In 1962-63 from 20-12-62 to 26-12-62- 7 days 

In 1963-64 from 20-12-63 to 26-12-63= 7 days 

In 1964-65 he was not in India even for a single day. 

From the above it is found that Sri Ghose was not in 
India for a single day, not to speak of 30 days, during the 
previous year. Although he maintained a dwelling house 
in the previous year for a period of more than 182 days, 
but he has not fulfilled the other condition, namely, the 
stay in India for the minimum period of 30 days. 

Therefore, Sri Ghose will be treated as a ‘Non Resident’ 
as per Section. 6 (1) of the Income Tax Act. 
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His casual visit to India for a week during the year 
ended 31st March, 1965 would not make any difference in 
his residential status, because ‘stay in India* for a minimum 
period of 30 days is required. 

(c) The company will be considered as a Resident in 
the previous year as per Section 6 (3) because it fulfills 
the following conditions to be treated as resident^ 

(i) It is an Indian company. 

(ii) The control and management of its affairs is situa¬ 
ted wholly in India. 

Fulfilment of any of the above conditions is sufficient 

$ 

to make a company a resident of India. A company is said 
to be resident and ordinarily resident if it is resident in 
India. 

Q. 24. Find out the residential status of the following 
persons under Indian Income Tax Act for assessment 
Year 1965-66. 

(a) Sri. D. S. Mazumder, a citizen of India, left India 
for the 1st time for U, K. for business purposes on 6th 
August, 1964. He came back to India on 12th June, 1965. 
He, of course, maintained a dwelling house at Durgapur 
during the entire period of absence from India. 

(b) One Chaudhury family, an Hindu Undivided 
Family, carries on a Tea-export business situated in India, 
Ceylon and Japan. The business of Ceylon and Japan is 
looked after by the seniormost member of the family. The 
seniormost member is the ‘Karta’ of the family. During the 
previous year ‘Karta’ went to Japan and Ceylon once for 
a week in each country. 

In every other preceding previous year he did so. 

(c) Mr. Gordon came from U. S. A. for the 1st time 
to India on 1-8-64 and started on a contract business but 
closes his books of accounts after the contract is comple- 
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ted on 15th Oct. 1964, and his profit on contract-business 
crossed the taxable limit. On 1st November he was 
appointed as officer of an Indian company and continued 
his service till the date of assessment. 

Ans. (a) During the previous year ( 1964-65) Sri 
Mazumder had been in India, 

from 1-4-64 to 5-8-64 127 days. 

He, of course, maintained a dwelling house in India 
for more than 182 days. 

Sri. Mazumder, therefore, will be treated as a resident 
in India as per Section 6 (1), bucause he fulfills the condi¬ 
tion. 

(i) 60 day’s stay in India. 

(ii) Maintenance of a dwelling house in India for 182 
days. 

As Sri Mazumder for the 1st time proceeded to U. K. 
he was naturally in India during preceding previous year. 
So, (i) he was resident in India for 9 years in 10 years 
preceding that previous year. 

And (ii) he was in India for more than 730 days during 
the 7 years preceding that previous year. 

Therefore, Sri Mazumder is a resident and ordinarily 
resdent in India during the previous year 1964-65. 

(b) The Chaudhury family carries on business in India, 
and outside India. But the business of this H. U. F. is 
controlled and managed in India. So, under Section 
6 (3) this Chaudhury family is a resident in India. 

‘Karta* of this family remains out of India only for two 
weeks every year. Therefore, ‘Karta’ is a resident and 
ordinarily resident in India as he fulfills all the conditions 
to become resident and ordinarily resident is India namely, 
182 days’ residence in India, resident for 9 years out of 
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10 preceding previous year and 730 days’ residence in 7 
preceding previous years. 

As the ‘Karta’ of this H.U.F. is a resident and ordinarily 
resident, so this H.U.F. is also regarded as resident and 
ordinarily resident. 

(c) Mr. gordon closed his books of account of his new 
business for the period from 1.8.64 to 15.10.64. He has the 
option to do so. So his previous year will be from 1.8.64 to 
15.10.64. Had he left India after the closeing of his business 
he would be regarded as non-resident because his stay in 
India would be then for 76 days ( from 1.8.64 to 15.10.64 ) 
i.e. for less than the required minimum number of 182 
days. But he took a job and remained in India for entire 
remaining period of the previous year which is more than 
182 days. So he is a resident for his salary-income for 
the previous year (1964-65), He is a resident but not 
ordinarily resident in India as he for the first time came 
to India during the previous year. Again, as per Section 
6 (5) Mr. Gordon will be treated as a resident in India in 
respect of his business income once he has become a 
resident in India in respect of any other sources of income 
(salary-income). 

Q. 25. F. Fox came to India for the first time on 1st 
April 1959. Under what residential status will he fall 
during the previous year ended 31st March, 1964. under 
the Income Tax Act, 1961 ? [ C. U. M. Com 1964. j 

Ans. In the previous year 1963-64 his stay in India 
was for 365 days. So F. Fox is a resident in India as 
the period exceeds the minimum period of residence of 
182 days. But he came to India for the first time in 
April 1959. So he cannot be treated as resident for 9 years 
out of 10 years preceding to the previous year, 1963-64. 
Therefore Mr. Fox is a “resident but not ordinarily resi¬ 
dent in India.” 
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Q. 26. What will be the residential status of Mr. 
Lloyds, British citizen, in defferent previous years the 
period of which is counted from 1st April to 31st March 
next every year :— 

(i) He came to India for the first time on 1st February, 
1951 and left India on 20th July, 1951. 

(ii) Again he came back on 1st January, 1952 and left 
on 5th April, 1952. 

(iii) He came back to India on 30th Degenibci» 1953 
and left India on 15th November, 1954. 

(iv) He arrived on 5th March, 1955 and left on 1st 
August, 1955, 

(v) He came back on 16th July, 1956, and left on 4th 
April, 1957 and he maintained a dwelling house for the 
period from 16th July, 1956, to 4th April, 1957. 

(vi) He came back on 6th August, 1957 and left India 
on 15th March, 1958. 

(vii) He returned to India on 15th Oct, 1958 and left 
on 1st November, 1959. 

(viii) He came back on 1st January, 1960 and left on 
25th April, 1960, 

(ix) He arrived on 16th July, 1960 and left on 31st May, 
1961. 



Ans. Mr. Lloyds remained in India during different previous years as follows 
Previous year Stay X^umber of days 

1950-51 from 1-2-51 to 31-3-51 = 59 
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Mr Lloyds's residential status is as follows in 

different previous years. He cannot be considered a resi¬ 
dent and ordinarily resident before the previous year 

1959-60 i.e. 10th previous year after his first arrival to 

India. 

In 1950-51—His stay in India is only for 59 days 
which falls short of the required minimum of 
182 days. He has no dwelling house in 
India in that year. So he is a non-resident 
as per Section 6 (1). 

In 1951-52—His stay in India for 201 days exceeds the 
required minimum. So he is a resident. 

In 1952-53—His stay in India is only for 4 days. So he is 
a non-resident. 

In 1953-54—His stay in India is for 91 days. During the 
preceding 4 years his stay in India falls short 
of the required minimum of 365 days. So he 
is a non-resident. 

In 1954-55—His stay for 255 exceeds required minimum 
number of days. So he is resident. 

In 1955-56—His stay for 122 days, although falls short of 
the required minimum of 182 days but during 
4 year preceding to that previous year his 
stay in India exceedes the required number 
of 365 days. So he is a resident. 

In 1956-57—His stay for 259 days exceeds the requird 
minimum. So he is a resident. 

In 1957-58—Resident for the same reason as above. 

In 1958-59—His stay is only for 167 days, but his stay in 
the 4 years preceding to that year exceeds 
the required minimum of 365 days. So he is 
a resident. 
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In 1959-60—His stay is for 304 days. So he is a 

resident. 

In 1960-61—His stay is for 283 days. So he is resident. 

In the 10 years preceding this previous year 1960-61, 
he was resident for 7 years only. So he is a resident but 
not ordinarily resident in this previous Year. Naturally 
he is also regarded as resident but not ordinarily resident 
as in other preceding previous years. 

In 1961-62—His stay is only for 60 days and but stay in 
4 years preceding to this year exceeds the 
required minimum number of 365 days. 
So he is a resident as per Section 6 (1) 

In this year also he is a “resident and not ordinarily 
resident*' because in the preceding 10 years he was resident 
for 8 years. Nine years’ residence is required. 

Q. 27. Find out the total income of Sri A. K. Roy 
Chaudhury in the following cases, 

(i) if he is resident and ordinarily resident, 

(ii) if he is resident but not ordinarily resident, 

(iii) if he is non-resident. 

For his income during the previous year 1963-64 :— 

(a) his salary earned and received in India Rs. 12,000. 

(b) he earned an income of Rs. 15000 from a business 
situated in Rangoon but controlled in India. Out of this 
income only Rs. 6000 were remitted to India. 

(c) he earned an income of Rs. 13000 from a business 
situated in Paris and not controlled in India. 

(d) he earned an income of Rs. 2000 in the year 1958 
from a company situated and controlled in London but 
remitted to India during the previous year. 
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CHAPTER III 

HEADS OP INCOME-^ SALARY ) 

Q. 28. What are the different heads of income under 
Income Tax Act ? Add a very short note on each item. 

[ C. U. Degree Course B. Com. 1963. *65 ] 

Ans. Save as otherwise provided by this Act, all 
income shall, for the purpose of charge of Income Tax and 
computation of total income, be classified under the 
following-heads of Income. 

A—Salaries. 

B—Interest on Securities. 

C—Income form House Property. 

D—Profits and gains of Business or Profession, 

E—Capital gains. 

F—Income from other Sources. 

[ Short notes on each item of income have been dis¬ 
cussed later. ] 

Q- 29. What are the incomes that are chargeable 
under the head “Salaries’' according to Income Tax 
Act. 

Ans. The following incomes shall be chargeable to 
Income Tax under the head ‘Salaries’, 

(a) Any salary due from an employer or a former 
employer to an assessce in the Previous Year, whether 
paid or not ; 

(b) Any salary paid and allowed to him in the Pre¬ 
vious Year by or on behalf of any employer or a former 
employer though not due or before it becomes due to 
him ; 

(c) Any arrears of salary paid or allowed to him in the 
previous Year by or on behalf of an employer or a former 
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employer if not charged to Income Tax for any earlier 
Previous Year. 

Salary means and includes :— 

(i) Wages ; 

(ii) any annuity or pension ; 

(iii) any gratuity, commission, perquisite, profits in lieu 
of salary; 

(iv) any fees or any addition to any salary or 

* 

wages ; 

(v) any advance of salary 

(vi) the annual accretion to the balance of Recognised 
Provident Fund at the credit of any employee to the 
extent of 

(a) the contribution made by the employer exceeding 
10% of the salary of the employee ; 

(c) the interest credited to such Fund in excess of g 
of the salary of the employee or at the rate in excess 
of 6% p. a. ( whichever is higher ). 

(vii) the transferred balance of an un-recognised 
Provident Fund to a recognised Provident Fund to 
the extent of the employer’s contribution and interest 
thereon. 

(viii) when an employee retires from his service but he 
has not rendered a continuous service for 5 years or more, 
the accumulated balance (to the extent of employer’s 
contribution and interest thereon) of a Recognised 
Provident Fund due to the employee on his retirement will 
also be included in his total income when it becomes due, 
unless such retirement is caused by the employee’s ill- 
health or for any other causes over which the employee 
has no control. 



IMPORTANT POINTS IN CONNECTION 
WITH SALARY: 


(1) The relationship of employer and employee must 
exists between the payer and the payee ; 

(2) The term ‘Employer’ has a much wide sense and 
includes Government, Local Authority, a company and any 
other Public Body, Association of Persons, Foreign Gover¬ 
nment and any Private Employer •, 

(3) Salary paid in advance and idcludcd in the total 
income in any Previous Year of any person shall not be 
included in the total income of the person when the salary 
becomes actually due ; 

(4) Place of accrual: 

(a) Income from salary arises at the place where the 
service is rendered : 

(b) Pension payable to a retired person for the service 
rendered in India will be considered as income arisen in 
India. 

Exception to this rule : Income shall not be deemed 
to arise in India when any pension becomes payable outside 
India to a person permanently residing outside India if the 
person was appointed by the Secretary to the State or 
appointed before the independence of India as a Judge of 
the Federal Court or of a High Court, continues to serve 
on or after the commencement of the Constitution as a 
Judge in India. 

(5) Any salary paid to a citizen of India by the 
Government of India for the services rendered outside 
India will be deemed to arise in India, 

(6) Tax is deducted in respect of salary income at 
source. 

Q. 30. Explain “Forgoing of Salary” and “Surrender 
of Salary” 

4 
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Ans. Forgoing and Surrender of Salary : 

These two terms are not identical from the income tax 
point of view. Forgoing of salary by an employee is taxable 
as the salary in this case becomes due to the employee ; 
it simply means the ‘application of Income Due’. 

Voluntary surrender of salary is exempted from Income 
Tax. The salary surrendered is to be excluded from the 
employee’s salary income. Salary in this case does not 
become due to the employee. Any person desiring to 
surrender a part of his salary shall have to make a declara¬ 
tion in duplicate and shall submit one copy to the disburs* 
ing authority of the salary and one to the I.T.O. Such 
declaration must reach the Authority before the salary 
becomes due. 

Any portion of salary if withheld by any order of 
a court is liable to tax. 

Q. 31. Explain the following Income tax terms :— 

(a) Perquisites, (b) Profit in lieu of Salary. 

[ C. 17. M. Com. l960f 196ly 1962^ 1963 C.U. Degree course. 

/ B. Com. 1964. ] 

/ 

^perquisites :— 

Ans. The word ‘Perquisite’ means any benefit either in 
cash or in kind given by the employer to the employee in 
addition to hi& salary or wage. It may be in the form of 
extra casual emolument, lumpsum bonus, allowance for 
education of the dependants, allowance for motor car etc. 

As per Section 17 (2) of the Act, perquisites include : 

^a) value of rent free accommodation provided to the 
assessee by his employer : 

(b) value of any concession in the matter of rent in 
respect of any accommodation provided to the assessee by 
his employer ; 
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(c) value of any benefits or amenities granted or 
provided free of cost or at a concessional rate by any 
Company in the following cases— 

(1) to an employee who is a Director of the Company ; 

(ii) to an employee who is a person having substan¬ 
tial interest in the Company \ 

(iii) To any other employee whose income under the 
head ‘Salary’ ( exclusive of the value of benefits and 
amenities) exceeds'Rs. 18,000/- 

(d) any sum paid by the employer in respect of any 

obligation which, but for such payment, would have been 
payable by the assessee : 

(e) any sum payable by the employer whether directly 
or through a Fund. other than Recognised Provident Fund 
or an approved Super Annuation Fund to effect an assurance 
on the life of the assessee or to effect a contract of 
annuity. 

N. B ; A person will be said to have ‘substantial 
interest’ in the company if he is the beneficial owner of at 
least 20% of the Equity Shares of the Company. 

(f) Value of the perquisites is liable to tax in the hand 
of an employee. 

Value of amenities not to be included in the Salary 
income of any employee. 

Free medical facilities to the employee or to any 
member of his family including reimbursement of reason¬ 
able medical expenses ; 

(2) wage paid by the eraplojer to a gardener employed 
for the maintenance of the house belonging to the employee 
but occupied by the assessee ; 

(3) Refreshment \^but not lunch\given during office 
hours in the office premises ; 

(4) Recreational facilities for the employees. 
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Profits in Lieu of Salary : 

As per Section 17 (3) of the Act, Profits in lieu of 
Salary include the following :— 

(1) An amount of any compensation due to or received 
by an assessec from his employer or from his former 
employer— 

(a) at the termination of his employment ; 

(b) in connection with the termination of his employ¬ 
ment ^ 

(c) in connection with the modifications of the terms 
and conditions of his employment. 

It is immaterial whether such compensation is given 
by the employer either voluntarily or under any obligatioji 
as per terms and conditions of service. 

(2) Compensation for any loss of employment thougk 
a casual receipt is taxable as salary under this section, 

(3) A sum received in computation of pension though 
oonsidered as a casual receipt is taxable under the above 
provision. 

(4) Any sum paid by an employer ( present or former ) 
to his employee not as a token of appreciation of his service 
but as a personal gift or as a token of personal respect 
would not be taxable under the above provision. 

(5) Any payment due to or received by the assessec 
from an employer or from a former employer or from an 
Unrecognised Provident Fund to the extent to which it 
does not consist of the contribution by the assessee or 
interest thereon. 

Q. 32. How the perquisites arc valued f 

i t"* 

Ans. 

As per rule 3 of the Income Tax Rules of 1962, the 
perquisites are valued as follows :— 
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(1) Rent free accommodation : 

When an employee is provided with a free quarter 
the value of this rent free accommodation will be taken as 
follows :— 

(a) 10% of the salary if the house is unfurnished ; and 

(b) 12J% of the salary if the house is furnished. 

In certain cases, the employee is provided with quarter 
the rent of which is paid by the employer. In these cases, 
the value will be determined as follows : 

(a) When the fair-rent or the rent paid by the 
employer exceeds 20% of the salary of the employee, then 
the value will be : 

10% + excess over 20% of the salary and in respect of 
houses in Calcutta, Bombay and Delhi 10% + excess over 
30% of the salay in case of unfurnished quarters. 

(b) When the fair-rent or the rent paid by the employer 
exceeds 25% of the salary of the employee, then the 
value will be : 

12^% +excess over 25'o of the salary and in respect of 
houses in Calcutta, Bombay and Delhi 12i?4+excess over 
^37f% of the salary in case of furnished quarters. 

Suppose that the salary of Mr. X who occupies an 
unfurnished rent-free quarter, is Rs. 4000/*and the fair- 
rent paid by his employer is Rs. 1200/-. 

In this case the value of rent-free quarter will be 
calculated as under : 

10% of Rs. 4000/- = Rs. 400 

add excess over 20% of Rs 4000 == Rs. 400 
J ( 1200-800) 

Value of the rentfree quarter — Rs. 800 

If the quarter is furnished in the above case, the value 
will be as under : 

12i% of Rs. 4000/- Rs. 500 

add excess over 25% of Rs. 4000/- 

( 1200-1000) = Rs. 200 

Value of the rentfree quarter = Rs. 700/- 
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Value of residential accommodation at concessional 
rate will be made on the above basis, and from that value 
rent paid by the employee shall be deducted. 

If the fair-rent does not exceed 20% and 25% or in case 
of Calcutta, Bombay and Delhi houses 30% and 37^% in 
respect of unfurnished and furnished quarters, as the case 
may be, then the value of such accommodation will be 10% 
and 123 % in the case of unfurnished and furnished quarters 
respectively. 

N. B. Salary for the purpose of calculation of this 
rent free accommodation includes : 

\/(a) pay, 

>(b) allowances, 

(c) bonus or commission, payable monthly or 
otherwise but does not includes the following : 

^i) Dearness Allowance or Dearness Pay unless it 
enters into the computation of super annuation or 
retirement benefit of the employee ; 
s;(ii) employer’s contribution to the Provident Fund 
A/c of the emloyee ; 

(iii) the amounts of allowances which are exempted 
from the rate of tax, such as Entertainment 
Allowance. 

Motor car : 

When a car is provided by an employer to an employee 
for his private or personal use, the valuation will be as 
follows :— 

(a) The sum actually expended by the employer for 
the maintenance and running of the car ; 

(b) normal wear and tear of the car. 

But when the car provided by the employer to the 
employee is used partly for private use and partly for 
office use, then the valuation will be as follows :— 
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(a) the amount of expenses plus normal wear and tear 
which can be attributed to his private use. 

But when the value of the car cannot be determined or 
the above basis then it will be determined as follows :— 
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Gas, Electricity and Water : 

The value of free supply of Gas, Electricity and Water 
to the employee, will be determined as the actual amount 
paid by the employer on that account to the Agencies 
supplying these. But when the supply of all these arc 
made from sources owned by the employer and not 
purchased from any outside Agencies, the value of these 
will be taken as ‘Nil’ 

Example : 

The value of electricity supplied free of cost to the 
employees of an Electricity Generating Company from its 
own source, will be taken as ‘Nil’, 
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Education : 

The value of free education facilities provided by the 
employer for any member of the family of the employee 
shall be determined by the actual amount of expenses 
incurred by the employer on that account. But where the 
educational institution is maintained and run by the 
employer himself, the value of the benefit in such case 
shall be determined on the basis of reasonable cost of such 
education in similar institution in the locality or near 
locality. 

Free Transport : 

The value of transport provided free of cost or at 
concessional rate by an employer engaged in the business 
of transport to his employees shall be taken as ’Nil’. 

Other Benefits : 

The value of other benefits provided by the employer r® 
his employees shall be so determined as the I.T.O thinks 
proper and reasonable. 

Q. 33 What are the various deductions that are 
allowed in the computation of net income under the head- - 
Salaries ? Write short notes on them. 

[ C. U. M. Com, 1964 1 

Ans. Admissible Deductions : 

Under section 16 of the Act, the income cb.argeable 
under the head ‘salary’ shall be computed after making the 
following deductions :— 

-0) Cost of books and publications : 

Any amount not exceeding Rs. 500/-^ expended by the 
assessec on the purchase of books and other publications 
necessary for the purpose of his duties. 

(ii) Entertainment Allowance : 

In certain cases certain employees, both Government 
and Non-Government, receive an allowance in the name of 
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‘Entertainment Allowance’. This allowance is given to 
such employees for entertaining the persons in which the 
employer is interested. Therefore, the expenses for 
entei training is considered as the expense of the employer. 
So when an employee is given such Entertainment 
Allowance the same should not be regarded as his income. 
Therefore, it is deducted from his salary in the following 
manner ; 

In the case of a Government servant, a sum equal to 
j th of hi? salary ( exclusive of any allowances, benefits, 
Dr other perquisites ) or Rs. 5000/- or the actual sum 
paid to the servant, whichever is the least. 

In case of employee other than Government Servant 
who is iji receipt of such ‘Entertainment Allowance’ and has 
been continuously in receipt of such allowance regularly 
from his present employer before 1st April 1955, the 
amount ot such Entertainment Allowance received by the 
assessee from his present emplo 5 ’^er or a sum equal to ^ th 
of his salary ( exclusive of any allowances, benefits or 
other perquisites ) or Rs. 7500/- whichever is the least 
provided the sum is received regularly. 

Tax on Profession : 

Any amount paid by the assessee in respect of tax on 
profession, trade, callings or employment levied under any 
State Acts, shall be deducted from Income. 

Conveyance owned by the Employee : 

Where the assessee is not in receipt of conveyance 
allowance whether as such, or as a part of his salary and 
owns a conveyance which is used for the purpose of his 
employment, the estimated expense plus its normal wear 
and tear as may be determined by the I.T.Q- shall be 
deducted from his income. 
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Other expenses Incurred as per Condition to his service : 

Any amount actually expended by the assessee, not 
becoming an amount expended on the purchase of books 
or other publications, or on entertainment allowance 
or on the maintenance of a conveyance, whicli, by the 
conditions of his service, he is required to spend out of 
his remuneration wholly, necessarily and exclusively 
in the performance of his duties shall be deducted from 
his income. 

House Allowance (Section 10 (13A) amended) 

The amount which is not to be included in the total 
income of an assessee in respect of the special house 
allowance referred to in clause ( 13A) of section 10 
shall be :— 

(a) The actual amount of such allowance received by 
the assessee in respect of the relevant period j 

Or, 

(b) The amount by which the expenditure actually in¬ 
curred by the assessee in payment of rent in respect of 
residential accommodation occupied by him exceeds one- 
tenth of the amount of salary due to the assessee in respect 
of the relevant period ; 

Or, 

(c) An amount equal to— 

(i) Where such residential accommodation is situated 
in Bombay, Calcutta, Delhi or Madras, one-fifth of the 
amount of salary due to the assessee in respect of the 
relevant period, and (ii) Where such residential acco¬ 
mmodation is situated at any other place, one-tenth of the 
amount of salary due to the assessee in respect of the 
relevant period. 

Or, 

(d) A sum calculated at the rate of Rs. 300/- p. m, in 
respect of the relevant period. 

Whichever is the least. 
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Explanation in this rule :— 

(i) 'Salary’ shall have the meaning assigned to it in 
clause (h) of rule 2 of Part A of the Fourth Schedule. 

(ii) “Relevant period” means the period during which 
th6 said accommodation was occupied by the assessee 
during the previous year. 

Here “Salary” includes dearness allowance, if the terms 
of employment so provide, but excludes all other allowances 
and perquisites. 
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Q 34. Brifely state the provisions of the Income Tax 
as regards Provident Funds. 

Ans. Provident Funds generally are of three types ; 

(i) Statutory Provident Fund ; 

(ii) Recognised Provident Fund ; and 

(iii) Un-recognised Provident Fund. 
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Statutory Provident Fund : 

In the year 1925 Provident Fund Act was passed. The 
Act is generally applicable to the Provident Fund 
maintained by local Authorities, Universities, Railways, 
Government Colleges etc. ; and such Funds are known as 
Statutory Provident Fund. An employee who is a member 
of such Statutory Provident Fund is entitled to certain 
relief under the Indian Income Tax Act. His own contri¬ 
bution to such Fund is included in his income from salary, 
but contribution by the employer and the interest on the 
accumulated balance to the member’s credit in the fund 
are not included in his salary income. His own contribu¬ 
tion to such Fund together with any life Insurance Pre¬ 
mium paid by him,are entitled to a rebate at an average 
rate on an amount upto 2^o of his total income or Rs. 
10,000/- whichever is less. At the time of retirement 
of his service the sum received by an assessee as the 
accumulated balance at his credit is not included in his 
total income. 

Recognised Provident Fund 

Recognised Provident Funds are governed by the rules 
as laid down in part A of the 4 th Schedule of Income Tax 
Act 1961. It is Provident Fund which is recognised by the 
Commissioner of Income Tax if ir satisfies the conditions 
as laid down .in rule 4. It includes a Provident Fund 
under a scheme framed under Employees Provident Fund 
Act 1952. An assessee who is a member of such Fund 
is entitled to certain relief ^ 

(i) His own contribution to such Fund la included in 
his salary income, but a rebate is allowed on such contribu¬ 
tion at average rate from his Income Tax. 

(ii) Employer’s contribution to such Fund upto 10% 
of the salary of the employee will not be included in 
his total income, but the amount of contribution in 

5 
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excess of 10% of his salary will be included in his 
income. 

(hi) The interest credited to such Provident Fund will 
not be included in his total income if the amount of such 
interest does not exceed ^ of his salary and the prescribed 
rate of interest on such amount does not exceed 6%. Any 
amount of interest in excess of such j of salary and or 
the rate in excess of 6%, whichever is higher, will be in¬ 
cluded in his total income. 

(iv) When the accumulated balance of such Provident 
Fund becomes due to the employee at the time of retire¬ 
ment it will be included in his total income provided he 
has not rendered continuous service of 5 years or more 
unless such retirement is caused by the employee’s ill- 
health or by any other reasons over which he has no 
control. 

Rebate : 

Rebate in respect of contribution to such Provident 
Fund. 

In case of Individual : 

Rebate is allowed at an average rate on employee’s own 
contribution upto 20% of his salary or Rs. 8,000/- which¬ 
ever is less. 

Employee’s contribution to such Fund together with 
any Insurance premium paid by him upto 25% of the total 
income or Rs. 10,000/-whichever is less. 

In case of Hindu Undivided Family : 

On the amount of premium together with Provident Fund 
contribution upto 25% of the total income or Rs. 20,000/- 
whichever is less, a rabate at an average rate is allowed. 

When any balance from Un-recognised Provident Fund 
is transferred to such Recognised Provident Fund, the 
balance so transferred to the extent of employer’s 
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contribution and interest thereon will be included in 
his total ipcome. 

Un-Recognised Provident Fund : 

It is a Provident Fund to which neither the Provident 
Fund Act of 1925 applies, nor is recognised by the 
commissioner of Income Tax. 

The employee who is a member of such Fund is not 
generally entitled to any relief in respect of contribution 
made by the employer. 

(i) In respect of contribution made by the employer 
ro such Fund, no account is taken of such contribution or 
the interest thereon. 

(ii) Income Tax is payable on the amount of balance 
due from an Un-Recognised Provident Fund or received by 
the employee in the previous year i.e. a payment from the 
accumulated balance of Un-Recognised Provident Fund will 
be included in the total income of the assessee. 

But the assessee is entitled to apply to the Commi¬ 
ssioner of Income Tax for relief under Section 89 ( 1). 

(iii ) A member of such Un-Recognised Provident 
Fund is however entitled to a rebate of Income Tax at an 
.iverage rate on the amount of premium upto 25% of the 
total income or Rs. 10,000/- whichever is less, 

N. B. The term ‘Salary' on which the percentage of 
contribution is calculated includes Dearness Allowance if 
the terms of employment so provides ; but it will not 
include any other allowances or perquisites. 

{ Provident Fund ) 
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ILLUSTRATIONS 

Q. 35. Sri P. Chaudhury is the managing director of a 
Company. He gets a monthly salary of Rs. 1600 per 
month. He gets a commission of 1% on the net profits of 
the company. He also gets a car allowance of Rs. 200 per 
month. He is provided with free furnished house. The 
car is exclusively used for his official duties. He is also 
getting a pension of Rs. 200 as an ex-employee of a native 
state. 

The annual net profits for the year amounted to Rs. 
260000. The Company pays Rs. 60 per month as wages of 
a mali for the proper upkeep of the house. Compute the 
income of Sri Chaudhury from salary for the previous year 


ended 31st March, 1964. 

Ans. 

1. Salary for 12 months @ Rs. 1600 p. m.= Rs. 19200/ 

2. Commission on Rs. 260000 @ 1%- Rs. 2600# 

3. Value of furnished house- Rs. 2725 

( 12|% of Rs. 21800 ) 

4. Pension for 12 months @ Rs 200 p. m. — Rs. 2400 

Total income from salary = Rs. 26925 
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Notes 

1. Wages of mali paid by the company for the proper 
upkeep of the house will not be treated as income of Sri 
Chaudhury. 

2. Value of free furnished house 

= Vl\% of the salary 
=■■12^% of Rs. ( 19200+26C0 ) 

= Rs. 2725. 

3. Car allowance cannot be considered as the income 
of Sri Chaudhury because the car is exclusively used for 
his official duties. 

Q. 36. Sri. B. Bose is the manager of New Chemical 
Products Ltd. He gets a monthly salary of Rs. 1000 p. m. 
He gets a commission of 2% on the net profits. He is 
provided with a car which is exclusively used for his perso¬ 
nal purposes. He is provided with free unfurnished house 
whose rental valuation is Rs. 3500 per annum. He gets an 
‘Entertainment Allowance* of Rs. 200 since 1949. The 
annual profit of the company for the year amounted to 
Rs. 100000. The total annual expenses met by the Company 
on account of the car together with its depreciation 
amounted to Rs. 1600. Compute the total income of Sri 
Bose for they ear ended 31st December 1964. 

Ans. 

1. Salary for 12 months Rs. 1000 p. m.= Rs. 12000 

2. Commission of 2Vi- on Rs. 100000 = Rs. 3000 

3. Value of car provided by the\ 

y = 1600 

Company for his personal usej 

4 . Value of rent-free house unfurnished 

(10% of 15600+13500 - 3120}) = 1940 

Total income from Salary Rs. — Rs. 17540 
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Note 

1. Sri Bose has been getting ’Entertainment Allowance* 
since 1949. Rs. 200 p. m. which does net exceed ^ of his 
salary. Therefore, this allowance will not be included in 
his total income. 

2. Value of rent from unfurnished house 10% of Rs. 

( 12000+2000+1600 ) + ( fair value-20% of Rs. 15600 ) = 
Rs. ( 1560 + j 3500-31201 ) = Rs. ( 1560+380 )=Rs. 1940. 

3. Value of car provided for his personal use shall 
be determined by the actual expenses incurred by the 
company. 

'....Q. 37. Sri S. B. Sen, an employee of a firm, gets a 
monthly salary of Rs. 800 per month. He gets a high-cost 
living allowance of Rs. 150 p. m. Other particulars regard¬ 
ing his income are given below :— 

1. He is a member of an Unrecognised Provident 
Fund. Employer’s contribution to such fund amounts to 
12% of his salary. His own contribution amounts to 8% of 
his salary. Interest on the accumulated balance of such 
provident fund amounts to Rs. 60 per month. 

2. He pays life insurance premium of Rs. 500 p. a. on a 
policy of Rs. 4500. 

3. He is provided with a furnished house. A sum of 
Rs. 160 is being paid by the employer as the monthly rent 
of the house. 

4. He is also provided with a Car, the h. p. rating of 
which is below 16. The car is partly used for office and 
partly for his private purpose. Car expenses are entirely 
borne by the employer. 

5. He gets an entertainment allowance of Rs.200 p. m. 
and he was getting such allowance since 1952. 

Find out the total salary income of Sri Sen ; find also 
the ‘Exempted Income.’ 
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Ans. Rs. 

1. Salary @ Rs. 800 p. m. 9600 

2. Value of car provided by the employer 
and expenses borne by the employer 

@ 150 p.m. 1800 

3. High cost living allowance 150 p. m 1800 

4. Value of rent-free furnished liouse 1425 

(12^% of { 9600 + 1800}) 

5. Entertainment allowance Nil 

Total income Rs. 14625 

Note. 

M. Value of rent-free furnished house shall be 12^% of 
the salary. Rent paid by the employer does not exceed 
25?o Qf the salary. 

Value of car partly used for personal purposes is 
determined as follows :— 

When the car is provided by the employer and its 
expenses are entirely borne by the employer the value for 
the use of the car should be taken at Rs. 150 pm. in respect 
of car with h. p. rating below 16. 

3. Employer’s contribution to unrecognised provi¬ 
dent fund together with the interest thereon shall not 
be included in the salary income. It will be included in the 
salary income of the employee only when any sum is paid 
to him out of that fund or the accumulated balance ( to 
the extent of employer’s contribution and interests there¬ 
on ) is transferred to any Recognised Provident Fund 
account of the employee. 

7. Sri Sen is not also entitled to any rebate on his own 
contribution to such provident Fund. 

8. Sri Sen has been getting an entertainment allowance 
since 1952 (i.. e. before the statutory date. ) 

So this allowance will not be included in his salar\j 
income to the extent of ^th. of his salary or Rs. 7500. 
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which ever is less. Here this allowance, to the extent of 
rth of the salary, is to be totally exempted from his income. 

Exempted Income. 

Sri Sen is entitled to a rebate of tax at an everage rate ' 
on the Life Insurance premium paid by him to the extent \ 
of Rs. 450 p. a. ( Maximum 10% of the sum assured. ) J 

Q. 38. 5ri. S.K. Sen, an officer of a private concern, 

draws a monthly salary of Rs 1600 p.m. The other particulars 
regarding his income are stated below s— 

^i] He cotributes to his provident fund A/c 121% of 
his salary 

(ii) Employer’s contribution to such fund is also 12§% 

(iii) He is provided with a rent free furnished house 
in Calcutta by his employer. The municipal rental valuation 
of the house is Rs. 6600. ^ 

(iv) He .also receives a bonus of Rs. 1000 p.a. from 
his employer. 

(v) The amount of interest credited to his provident 
fund account fo) 6% p.a. for the year amounted to Rs. 800. 

(vi) He pays Rs 4000 p.a. as life insurance premium 
on a policy of Rs. 50000. 

Acertain the total salary income of Sri Sen for the 
assessment year 1964-65 assuming the provident fund is (a) 
Statutory provident fund (b) Recognised provident fund (c) 
un-recognised provident fund. 

Aos. (a) 1. Salary (1600 X12) = Rs. 19200 

2. Bonus = 1000 

3. Value of rent free house 

in Calcutta = 2525 

Total income Rs. 22725 

Notes 

1. Employer’s contribution to a statutory provident 
fund or interest credited there on shall not be. included in 
his income. 
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2. Value of rent free (furnished) house 

= I2i% of Rs (19200+1000) 


The house is located in Calcutta and the fair rent of the 
house does not exceed 37^% of the salary (i.e. Rs. 19200 + 
Rs. 1000). The value of the house is taken at 12|% of 
Rs. 20200 only. 

In case of house located in Calcutta, Bombay and Delhi 
valuation of rent free house should be taken as follows, 
unfurnished house 10% of the salary 

plus Excess of fair rent over 
30% of salary. 

Furnished house = 12h% of the Salary 

plus Excess of fair rent over 
37 4%of the salary. 

Rebate -This will be allowed on his 
own Contribution to provident 
fund @ 121% of his salary 
Life insurance premium (P.F. 

Contribution and insurance premium 
limited to 25% of Rs. 22725) 


= Rs, 2400 


(b) 


1 . 

2 . 

3. 

4. 


5 . 


Salary (1600x12) 

Bonus 

Value of rent free furnished house 
in Calcutta 

Employer’s Contribution to recog¬ 
nised provident fund in excess of 
10% of Salary (i. e. 21% of 19200) 
Interests credited to the provident 
fund account (less than 1 of the 
salary and rate does not exceed 6%) 

Total income 


*3281'25 
Rs. 568T25 

= Rs. 19200 
= Rs. 1000 

= Rs. 2525 

= Rs. 480 

= Nil 

Rs. 23205 
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Note. 


1. Value of rent free furnished house in Calcutta is to 
be calculated as (a). 


Rebate :—This will be allowed on his own 
contribution to provident 
fund @ 12^% of his salary = Rs, 2400 

Life insurance premium (Provident fund contri¬ 
bution and premium limited to 25% of Rs. 23205) 



(c) 

1. Salary (1600 X12) 

2. Bonus 

3. Value of rent free furnished 
house in Calcutta 


R s. 3401-25 
Rs. 5801*25 

Rs. 19200 
Rs. 1000 

Rs. 2525 


Total income = Rs. 22725 


Note. 1. In respect of contribution made by the 
employers in this case no account is to be taken of such 
contribution and the interests credited there on. 

2. Value of rent free house is to be calculated as (a) 

Rebate :—It will be in this case on the own 

contribution of shri sen to such fund. Nil 
On Life insurance primium (P. F. contribution 
plus insurance primium limited to 25% of his 
income) " Rs. 4000 

Rs. 4000 

39. Sri. S.R. Dasgupta, manager of National Transport 
Ltd., draws a monthly salary of Rs. 2000 p.m. The other 
particulars regarding his income are stated below :— 

•(i) He is provided with a free furnished house in 
Bombay Town and the company pays a monthly rent of 
Rs. 1000 p. m. for that house. 
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-(li) His own contribution to a recognised provident fund 
account amounts to Rs. 300 p. m. and employer’s contribu¬ 
tion to such fund account is equal to that. 

^iii^ The interests credited to the fund account 9% 
p. a. is Rs. 9000 

(iv) He has been receiving an entretainment allowance 
of Rs. 450 p. m. since 1951. It has bee^ raised to Rs, 600 
on 1st January 1960. 

(v) During the year 1964-65 Sri Dasgupta purchased 
books worth of Rs. 700. Those books are necessary for his 
ofiicial duties. 

(vi) He 15 provided with a servant, and the wages of 
Rs. 40 p m. is paid by the company. 

(viit He pays Rs. 3000 p. a. as in^surance premium for a 
life policy of Rs. 25000. 

' (viii) Value of the medical bill reimbursed by the 
company is Rs. 1000 

(ixj Value of free lunch provided by the Company 
during otiice hours is Rs 80 p m. 

4{x) The wage of a gardener ((jj Rs. 70 p.m. is paid by the 
Company. 

^xi) The value of gas supplied to him amounted to Rs. 
200 in the year 1964-65 and the Gas bill was paid by the 
Company. 

V (xii) He gets a dearness aiiowance of Rs. 200 p. ro. 

[xiii) He is provided with free Transport service for the 
journey from his house to Oflice and back with the help of 
Company’s own vehicle and the value of such service 
normally amounts Rs. 400 p. a. 

Acertain the tax liability of .Sri S R. Dasgupta for the 

year ended 31st. March 1965. 

• 

Ans. 

1. Salary 0^ Rs. 2000 pm. =»Rs. 24000 

2. Dearness Allowance Rs. 200 p.m. = „ 2400 
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3. 

Value for free servant @ Rs 40 p.m. = 

*•» 

480 

4. 

Value of free lunch during office hours 




Rs. 80 p.m. = 

99 

960’^" 

5. 

Value of gas supplied - 


200 ‘ 

6. 

Entertainment allowance 




(600 - 450 ) = 150 p.m. 

M 

1800 

7. 

Value of rent-free furnished house 




(121% of R^. 27440) +Excess over 371% 




of salary (Rs. 27440) = 

f9 

5141)"' 

8. 

Employer’s contribution tc recognised 



provident fund (Excess over 10% of salary) = 


1200 

9. 

Interest credited on provident fund 




account (9%-6%) = 3% 

" «* 

3000 

10. 

Value for wages of gardener (under 

1 



Departmental instruction) 

) 

““ 9% 

Nil 

11. 

Value for the medical bill re-imbursed) 



by the Company (under Departmental ins- 




truction totally exempted) 


Nil 

12 

Value of free transport service by a 




transport company in its own vehicle 

99 

Nil 




3918.) 


Less cost of books necessary for his 




official duties ^maximum Rs. 500) 

= Rs. 

500 


Total income 

= Rs_;_ 

38680 

Rebate 




On his own contribution to recognised 




provident fund (o, 300 p. m. 

= Rs. 

3600 


On insurance premium (limted to 10% 




of the policy amount) i.e. 10% of 




25000 

Rs. 

2500 


= Rs. 6100 

(Rs. 6100 is less than 25% of the total income ol Sri 
Dasgupta. The ceiling of 25% of total income does 
not arise here.) 
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Notes 

1. Free refreshments and not free lunch during office 
hours are to be excluded in the computation of total income 
under departmental instruction. 

2. Entetainment Allowance is to be excluded as 
follows :—least of following three. 

(1) Rs. 7500 (ii) The amount which he has been 
regularly receiving since 1.4.55. (iii) \ of the salary 

Rs. 450 p.m. ( amount regularly received ) is to be 
excluded from his income. 

So the excess amount over it i.e. Rs. (600—450) p-m, will 
be treated as his income. 

3. Employer’s contribution to a recognised provident 
fund = Excess of contribution over 10% of salary is to be 
included in his total income. 

4. Interests credited to such fund @ 6% p.a, only or 
amount equal to ^ of the salary, whichever is lower is only 
to be excluded from his salary income. Therefore, interests 
at the excess rate (i.e., 9%-6% = 3%) or the excess over 
^ of the basic salary, whichever is higher is to be included 
in his income, 

Here, interest Cw 3% p. a. is the higher amount and is to 
be included in his income. 

5. Value of rent free furnished house in Bombay. 

1st m% of Rs. (24000+ 480+960+200+1800) 

plus excess of fair rent over 37^% of Rs. (24000+480+ 
960+200+1800) 

= 12i% of 27440 +Excess of fair rent over 37^% of Rs. 

27440 

« 3430+(12000 -10290) = 3430 +1710=Rs. 5140. 

In the year ended March 31. 1963 an unmarried 
individual was employed in an office and drew a salary of 
Rs. 550 p.rn. He lived in his own house of which the 
municipal valuation was 1200. He also had a gross income 
of Rs. 1100 from dividend in company shares held by him 
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Calculate his total income for the purpose of Income Tax. 

[C. U. Degree Course B. Com., 1963] 

Ans, Salaries @ Rs. 550 p.a. = Rs. 6600 
Income from dividend (gross) 1100 
Income from house property 

Less i of 840 for repairs ■—140 700 

Total income Rs. 8400 


Q. 41. Arjun Bhaduri received during the year ended 
31st March, 1962 Rs. 20000 as Salary and other sum of 
Rs 2000 as Bonus. He contributed Rs. 2500 towards his 
Provident Fund. His employer contributed an equal 
amount. Interest at 10% amounting to Rs. 1000 was 
credited to his Provident Fund Account. 

He paid Rs. 3000 as Life Insurance Premium on a policy 
of Rs. 30000 

You arc asked to acertain the assessable income of 
Bhaduri and his exempted income if the Provident Fund 
(i) is registered under Provident Fund Act 1925 (ii) is 
recognised under the Income Tax Act or (iii) is an unre¬ 
cognised Provident Fund. [C. U. M. Com. 1963] 


Ans. (i) 1, Salary Rs. 20000 

2. Bonus „ 2000 

Total income Rs 22000 

Rebate 

On Provident Fund Contribution (own) Rs. 2500 
On Life Insurance Premium „ 3000 

Rs. 5500 

Nots. 1. As the Provident Fund is registered under 
Provident Fund Act 1925 no account is to be taken of the 
employer’s contribution to such Fund and interests credited 
there on. 
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2. He is entitled to a rebate on an amount up to 25% 
of his total income on account of life insurance premium 
paid and his own contribution to Provident Fund. 

(ii) 1. Salary = Rs. 200C0 

2. Bonus ~ „ 2000 

3. Employer’s Contribution 
to Provident Fund. (Exemption 

limited to lOVo of Salary ) — Rs. 500 

4. Interests credited to the 
provident fund account at the 
rate in excess over O'V; i.c., 

(10%-6%) - „ 400 

Tatal income Rs. 22900 

Rebate : 

On his own contribution to 

Provident Fund. = Rs. 2500 

On Life Insurance Primium = 3000 

Rs. 5500 

1. Employer's contribution to recognised provident fund 
in excess of 10% of the salary shall be included in the salary- 
income of Sri Bhaduri. 

2. Interest credited at a rate in excess over 6% (i.e., at 
4%) shall be included in his salary income. 

(iii) Salary Rs. 20000 

Bonus „ 2000 

Total income Rb. 22000 ’ 

Rebate:—On life insurance premium = Rs. 3000 

Notes. 1. Employer’s Contribution to unrecognised 
provident fund and interests credited there on shall not be 
taken account of. No rebate is allowed on Sri Bhaduri’s own 
contribution to provident fund. Entire balance of such 
unrecognised provident fund account to the extent of 
employer’s contribution and interest there on shall be 
included in his total income, if and when this balance will 
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be transferred to any recognised provident fund account or 
when he will receive the amount at the time of his 
retirement. 

Q. 42. Sri A is an officer of a firm. He draws a monthly 
salary of Rs. 800 p.m. and a house allowance of Rs 80 p.m. 
He contiibutes Rs 90 p.m. to his provident fund A/c. His 
employer contributes an equal amount to such fund. The 
interest on his provident fund account for the year 
amounted to Rs 1220. He receives three months salary as 
bonus during the year. His other income consisted of (a") 
Rs 1200 as his share of profit from an unregistered firm. 
The firm’s profits has been already taxed, (tf) Rs 1600 as 
net income from property fc) Rs 700 as interets from tax 
free Govt. Securities, (d) He also received Rs 1435 as net 
divident (after deduction of tax at source @ 30%’. (e) He 
paid during the year life insurance premium Rs 800 on a 
policy on his own life and Rs. 350 on a policy on the life 
of his wife. Acertain the tax-liability of Shri A for the year 
ended on 3lst March 1965. 

[Question prepared according to Question of 

B. com, (Rajasthan.), 2956] 


Ans, 1. 

Salary @ Rs, 800 p.m. 

Rs. 

9600 

0 

Bonus equal to three months salary Rs. 

2400 

3. 

Employer's contribution to recognised 



provident fund in excess of 

10% of basic salary 

Rs. 

120 

4. 

Interest on tax-free Govt. Securitie.s 

Rs. 

1435 

5. 

Income from property 

Re. 

1600 

6. 

Share of income from an U.R.F. 

Rs, 

1200 

7. 

Income from Dividend grossed up 

/1435X100\ 

^ 70 / 

Rs. 

2050 


Total income 


Rs. 18403 
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Rebate : 

1. On the premium paid on the life policies of his own 

and that of his wife (Rs. 350+Rs.800) Rs. 1150 

2. On the contribution to R. P. F. (Rs. 90 x 12) „ 1080 

3. Interests on tax-free Govt. Securities „ 700 

4. Share of profit of U. R. F. (Taxed) „ 1200 

Total Rs. 4130 

Notes : 

1. Interests credited to provident fund are exempted 
from the payment of tax. 

2. Share of income from profits of an unregistered firm 
has already been taxed. So it will be included in his total 
income but rebate will be allowed on it. 

3. Rebate is also allowed on “Interests on tax-free Govt. 
Securities”, though those are included in his total income. 

4. As per amended section lOflSA) an amount equal 
to one-tenth of the amount of salary due to the assessee 
in respect of the relevant period is to be totally exempted 
from salary income, 

Q. 43. Prof. R, Ganguly is the principal of a Calcutta 
College. The particulars of his income are stated below. 
Acertain the tax liability of Prof. Ganguly for the year ended 
on 31st December, 1964. 

1. Salary of Rs. 1000 p.m. 

2. Dearness allowance of Rs. 300 p.m. 

3. House allowance of 120 p.m. 

4. Contiibution made by him to a recognised provident 
fund 12^0 of his basic salary since July, 1964. 

5. Balance of un-recognised provident fund transferred 
to his newely recognised provident fund during this year 
Rs 4580. (Employer's contribution and interests there on 
amounted to Rs. 2290.) 

6. Interests credited at the end of year, 1964 @ 8% p. a. 
on the total balance of his providet fund account. 
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7. He paid Rs. 1200 as life insurance premium on his 
own life-policy of Rs. 10000. 

8. Employer's contribution to his provident fund 
account is equal to that of his own contribution. 


Ans. 

1. Salary @ Rs. 1000 p. m. =Rs. 12000 

2. Dearness allowance («) Rs. 300 p.m. = „ 3600 

3. House allowance = „ 240 

4. Employer’s contribution to R. P. F. 

(in excess of 10% of his bastC pay for = ,, 120 

6 months only. 

5. Transferred balance of unrecognised 

provident fund (Employer’s Contribution = ,, 2290 

and interests there on) 

6. Interests credited ( at a rate in excess 

of 6%) on the balance of provident fund = „ Sl’SO 


Total income Rs. 1830L't0p- 

Rebate : 

1. On his own contribution to R. P. F. 

12% on his basic pay for 6 months Rs. 720 

2. On the life insurance premium (limited 

to 10% of the sum assured) 1000 

Rs. 1720 

Notes : 

1. Prof. Ganguly may, however, claim relief under 
Section 89 as his income has been unduely inflated on account 
of the transferred balance of unrecognised provident fund. 

2. Interests on the balance of provident fund calculated 
as follows @ 2% (8%- 6%) p a, :— 

Int. On Rs. ^ ^ ~ 45‘80 P. 

Add Int. on Rs. (1204-120) for 15 months 

@ 2%=240xr^x,s =Rs. e’OO 


Rs, 51-80 P. 



84 


STUDIES IN INCOME TAX 


3. As per amended section 10(13A) one-tenth of salary 
is to be totally exempted from his total income, So house 
allowance in excess of 10% of salary i.e., Rs. 20 p.m. only 
to be included. 

Q. 44. Sri B. Sen is the manager of a manufacturing 
concern. The particulars of his income are given below. 
Acertain his tax-liability for the year ended on 31st March, 
1965. 

1. Salary after deducting his own contribution to an 
unrecognised provident fund @ 10% on his basic salary 
amounts to Rs. 21600 p. a 

2. Dearness allowance Rs. 2400 p. a, 

3. Employer’s contribution to provident fund @ 12% on 
his basic salary. 

4. Interests credited on the balance of P. F. for the 
year 8% p, a. Rs. 1200. 

5. Life insurance premium paid on his own life and 
on the life of his wife Rs. 1500 p a 

Ans. 

1. Salary before deducting his contribution to 

U. R. P. F. ^ gQ 1= Rs. 24000 

2. Dearness allowance = Rs. 2400 

Total income Rs. 26400 

Rebate : 

On the premium paid on his own life-policy and 

that of his wife Rs. 1500 

Note. No account is taken of employer’s contribution 
to an un-recognised provident fund and interest credited 
there on. No rebate also allowed on Sri Sen’s own contri¬ 
bution to U. R. P. F A/c. 



CHAPTER III 

HEADS OF INCOME (INTEREST ON SECURITIES) 

As per Section 18 of the Income Tax Act following 
amounts due to an assessee in the Previous Year shall be 
chargeable to Income Tax under the head ‘Interest on 
Securities’. 

(1) Interest on any security of the Central Government 
or of the State Governments. 

(2) Interest on Debentures or other securities issued 
by any of the following : 

(i) Local Authority ; 

(it) Company ; 

(iti) Corporation established by the Central or State 
Act. 

An assessee will be charged to Income Tax in respect of 
any interest on securities received by him in the Previous 
Year if such interest had not been charged to Income Tax 
in earlier Previous Year. 

Any interest on securities payable outside India on 
which tax has not been paid or deducted and in respect of 
which there is no person in India who may be treated as 
an agent shall not be included in the income under this head. 
This should be included as income from ‘Other Sources'. 

Interest on securities held as trading assests or dealt 
with in the course of business shall be included under this 
head and this will not be treated as income from Business 
Profits. 

Basis of Charge 

Under the Present Act, interest on securities will be 
charged on accrual basis. Interest on securities will, 
however, be charged when the amount of interest is received, 
if it has not been charged in earlier Previous Year on 
accrual basis. 
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Cum-Interest And Ex-Interest Transaction : 

Cum-Intcrest and Ex-Interest transactions are to be 
completely ignored in calculating the actual amount of 
interest on securities. 

Cum-Interest Purchase Of Security : 

Sometime the purchaser of security pays for the price 
of security as well as interest for the period from the last 
accrual date. i.e. he is paying price for the interest or 
security to the seller but no deduction will be allowed for 
such price paid for. The simple rule is that interest on 
security will be included in the income of the owner when 
it becomes due. 

Tax-free Government Security ; 

The net amount of intcrest/(aftcr deducting expenses on 
account of such interest ) will be included in the total 
income of the assessee, but a rebate will be allowed on such 
income at an average rate. 

Tax Free Commercial Security : 

These are securities in respect of which tax is paid b> 
the Issuing Authority. In such case, the net interest is 
to be first grossed up and such gross interest will be 
included in the income of the assessee. The amount ot tax 
paid by the Issuing Authority will then be deducted from 
the total amount of tax calculated on his total income. One 
thing to be noted is that only Government can declare a 
security to be tax free. 

Profit or Loss on Sale of Securities : 

It is to be considered as a revenue profit or loss in case 
of a business which does this buying and selling business 
So it is to be considered as a business profit or loss and will 
not be included under the head ‘Income from interest on 
securities’—it will be included under the head Income form 
Business or Profession’. But in case of Investment Com¬ 
panies who hold securities as permanent assests, the profit 
or loss will be considered as Capital Profit or Loss, and not 
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Revenue Profit or Loss. Hence it will not be included 
under this head (‘Interest on Security'), but will be included 
under the head ‘Income from Capital Gains’. 

As per Section 19 of the Act, the income chargeable 
under the head ‘Interest on Securities’ shall be computed 
after making the following deductions ( subject to the 
provision of Section 21,’. 

1. Any reasonable sum expended by the assessec for 
the purpose of realising such interest ; 

2. Any interst payable on moneies borrowed for the 
purpose of investment in the securities by the assessee. 

Deduction from Interest on Securities in the 
case of Banking Companies 

The sum shall be regarded as the sum reasonably 
expended for the purpose of realising such interest and it 
shall be the amount bearing to the aggregate of his expenses 
as are admissible under the provisions of Sections 30, 31, 36 
and 37, the same proportion as the gross receipt from inte¬ 
rest on security (^chargeable to Income Tax under Section 
18) bearing to the gross receipt to the Company from all 
sources which rre included in the Profit and Loss Account 
of the Company. 

Explanation ; The proportion between the aggregate 
admissible expenses and gross receipt from interest on 
securities under Section 18, is the same as the proportion 
between the sum reasonably expended and the amount of 
interest realised. 

In case of interest payable on moneies borrowed for the 
purpose of purchasing securities, the amoun; of reasonable 
interest shall be calculated on the above basis. 

In calculating the interests on securities it is to be noted 
<hat interest on the following securities is to be excluded 
from the total income of the receipient;— 

(i) 15 year Annuity Certificates issued by or under an 
authority of the Central Govt. 
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(ii) Treasury Saving Deposit Certificates. 

(iii) Post Office Cash Certificates. 

(iv) National Savings Certificates. 

(v) National Plan Certificates. 

(vO Twelve year National Defence Certificates. 

(vii) Twelve year National Plan Savings Certificate. 

(viii) Such other Certificats issuied by the Central Govt, 
as are specified. 

(ix) Sucurities held by the Issue Department of the 
Central Bank of Ceylon constituted under the Ceylon 
Monetary Law Act, 1949. 


(Income from "Interests on Securities** ) 

( Securities ) 

: 

1 (^) (^) C^tsT 

?iT^T (’t) (^) V 

( Local Authority ) («) C’FTst 

V3 I *lc^ *ftS5rl ^*15 

1 

8 1 C^Pt"Pt1^5 5i1 

’lew I >iew W'sitii <1ew ^ wtew 

cwtB wt? i 
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'«»I (“Cum Interest” or *Ex-Interest*) 

<ji®(’tc3Ri i va[<r<^ cw> 

C^tsi 'SHsfnaf aP5 C’l ^ :g5?l 

^?f?r ^»f?i ’tts;n »«tTc«p i c^ 

^9{j f?gi 5¥^?itc5 I 
^ C»n^ 

91'e^ I 

I C^ C^t*^T5Rl^ ^ ^%vs 

^tC?T ^\ I f®C=T5|PtC«? 'aiCS^^F C’®':3[ 

^ ! 

-ill C^C'U =5rvr If^c^ ^PtfS^I 

C*rt^ f|cl ^t5l C Gross Interest) 

i 

^ ii^srtai i 

C=^T*^t^?I C»T^ 3R1 I 

;r I '<}l«t»tC355T 'Ssit? C^ ’I’V'I ^?Il7 c^«^1 

^T^l fi?C5 I 

(^) vfl^ m c^ «iTc^ 

^t«r ^i^z^ I cwi^, i 

(^) «{t!r ^'i’p5 vgi^ ^fscai «(tw?i «tw^ ^<r 

C^ftfe 351 ?:^ 5jTvf I 

» I C^t"®(t^ C^C® 

“if^53y®tc<’ ^!15 <il^ ^tz^ I 

m^zm w 'siTwTc^i^ ^as:?p *^ 5 ” ^^91 ’t‘li ^51 

mi ^t5?F^ ««»,'O^, 

c^t***lt^?i 5l?*i c^tnj ^^:5?r w "sit^rtc^^r 

^C5?r a c«ft& ^ ’sji’l’fcani 

^tc^?[ ait 1 
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cait& ^ 0 % ^?( ^t?l 

•515*1 cult’ll 5o% ^«tTO=3[ ^^15 I 

io I ^?ff> 

f*f^1 I ^^1 caiT^ 

5^c«r I 

CW 3fC*? <?0 5 3 0V^ 

ClJtfe V5|tvft?( I f<fl, v£lt ^o«0^ ^if 

^t«ftf I 5^c^, 5^r® 

I?tt C’^t^ ^tC95 

51%^ ^cgs I 


Illustrations 

Q. 45. Sri B. Das had in his possession the following 

securities during the previous year ended on 31st. March 
1965. 

\-(i}^ 6% West Bengal Government Loan Bonds 

Rs. 25000 

(ii) 8% Cumulative Preference Shares of 

National Glass Work Ltd. Rs. 4000C 

VCiii) ^h% India Government tax-free 

Securities Rs. 2000C 

(iv) 3A% Municipal Debcnture.s Rs. 10000 

(v) 6% 1 year’s Fixed Deposit with the 

United Bank of India Rs. 1?00G 

Compute the total income of Sri Das from “Interest on 
Securities*’ for the assessment year 1965-6 ■. Interests arc 
receivable on 1st January and 1st July every year. 

Ans. 

1. Interests on 6% West Bengal Govt. 




Loan Bonds 

Rs. 

1500 

2. 

Interests 

on 41% India Govt tax-free 





Securities 

Rs. 

900 

3. 

Interests 

on 3.V% Municipal Debenture 

Rs. 

350 


Total income from “Interest on Securities” Rs. 2750 
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Notes : 

1. Dividends on Cumulative Pref. Shares are not to be 
included in the income from Interest on Securities. 

2. Interests on 1 year’s Fixed Deposit with the bank 
also are not be included in the incone from Interest on 
Securities 

Rebate : On interests on tax-free Govt. Securities is 
to be allowed at an average rate 

Q. 46. Sri M. Banerjee has purchased the followinj^ 
investment on 1st May. 1964. 

\j^) 5% Calcutta Improvement Trust Loan Rs. 4000C 
4Y’'o Debenture of Golap Products Ltd. „ 10000 
'((JJ^i) 6% National Defence Bonds „ 150C0 

(iv) 5% Pref. Shares of Calcutta Soap Co.Ltd „ 5000 

''iv) 4% U. P. Govt. Loan Bonds „ 20000 

(vi) 4% Saving Deposit with Charterd Bank „ 8000 

Sri Banerjee borrowed Rs. 25000 from a bank at 4% On 
30th April, 1964 for the purchase of Improvement Trust 
Loan. He also paid commission to the bank @ 2% on 
interests collected by it. Interest is payable on 30th. June 
and 31st. December every year. Compute the total income 
of Sri Banejee tor the assessment year 1965-66. 

Ans. 


1. 

Interests on Calcutta Improvement 




Trust Loan 

Rs. 

2000 

2. 

Interests on Debenture of Golap 




Products Ltd 

Rs, 

450 

3. 

Interests on U. P. Govt. Loan Bonds 

Rs. 

800 




3^50 

Less 1. 

Interest on Loan taken for the purchase 




of C. I. T. Loan Bonds Rs. 1000 



2. 

Commission for Collection of Rs. 65 




interests on securities. (3250 x j?-) 

Rs. 

1065 


Total income from interest on securities 

Rs. 

2185 
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Notes. 

1. Interest on Savings Bank Deposit and income from 
dividend on Pref. Shares are not to be included under 
the head. "Interests on Securities.” 

2, Interest on National Defence Bond is totally 

exempted from Income Tax. 

Q. 47. Sri P.C. Bhattacharya had in his possession the 
following investments as at 31st March 1964. 

%fi) 6% Debentures of Calcutta Port Commissioners 


=60000 

'Xii) 5% Tax-free Central Govt Securities =40000 

'^ii) 4}% Madras Govt. Loan Bonds = 10000 

'(i^) 6J% Debenture of Hindusthan Steel 

Wire products Ltd =20000 

(v) 4% Pref Shares of Bengal Paints Ltd =15000 

(vi) 6i% Two years’ fixed deposit with 

United Commercial Bank of India = 30000 


On 1.7.64. he sold out Rs. idoOGC Madras Govt. Loan 
Bonds and purchased Rs.'^'-SOOOO, S'-}', West Bengal Govt. 
Bond. He had to borrow Rs. 20000 from the bank at 3% 
interest p.a. for the purchase of above securities. Bank 
charged commission for collection of intersts @ 4% on 
interests collected by it. He had also borrowed Rs. 40000 
from a bank at 4% on 1.1.63 for the purchase of Rs. 40000 
5% tax-free securities. A sum of Rs. 6000 was repaid on 
1.1.64 and Rs. 14000 on 31.3.64. Interests on securities 
are payable on 30th June and 31st December every year. 
Compute the total income of Sri Bhattacharya from 
interests on securities during the year ended on 31st 


March 1965. 

Arts. Rs. 

1. Interests on debentures of C.P.C 3b00 

2. Interests on 4h%. Madras Govt. Loan 

Bonds (for 6 months) Rs. 225 
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3. Interest on 5% West Bengal Govt Loan 

Bond (for 6 months) 750 

4. 6h% Deb. of Hindusthan Steel Wire Products 

Ltd. 1300 

5 . 5 % Tax-free Securities Rs. 2000 

Less interest on Loan taken for the purchase 

of such securities @ 4% on Rs. 20000 800 

1200 

Less Commission for collection of interest @^% 80 

1120 

6995 

Less collection charges ^ 4”o 

on insterest collected(Rs. 5875) =*Rs, 235 
„ Int. on Lo.an taken to 

purchase 5ic W. B. Govt. Loan Bond 
(oj 3% (for 9 months) on Rs. 20000 = Rs. 450 

_ 685 

Total income from Securities = Rs. 6310 

Rebate : 

On the net interest-income from 

Tax'free Govt Securities at an average rate = Rs. 1120 
Notes. 

1. Dividend on 4 u Pref. Shares and interest on 
fixed Deposit with the Bank are not be included in the 
income from interests on securities. 

2. Interests payable on loan taken for the purchase of 
Tax-free Govt Securities and collection charges of interest 
on such interests arc to be deducted first from the interest 
receiveable form such securities before it can included in 
the total income from interest on securities. 

Q. 48. Sri S. Paul had the following investments in his 
possession for the previous year ended on 31st March 1965. 
Acertain the total income of Sri Paul from interest on 
securities for the assessment year 1965-66, 
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/ 

Rs 80000 5% W. Bengal Govt. Loan Bonds 
Rs. 40000 6% Calcutta Corporation Debenture 

3. 'Rs. 21000 5|% Pref. Shares of Basanti Jute Mills Ltd. 

Rs. 30000 6% Tax-free Central Govt. Loan 

Certificates. 

Rs. 15000 7% Debentures of Kiko Ltd 
On 1.9.64. he sold the above Rs. 21000 5^% Pref. Shares 
of Basanti Jute Mill Ltd. and purchased %% debentures of 
National Coal Co Ltd. to the extent of Rs. 60000. The 

additional sum of Rs. 3Q000 required for the purchase of the 
above debentures was borrowed from a bank at 5% p.a. The 
bank charged collection charges lh% on interests collected 
by it. The brokerage for buying and selling charged at 2% 
on each transactions. 

Interest on Calcutta Corporation Debentures has been 
actually received by Sri Paul for 1962-63, 1963-64, 1964-65. 
The total interest amounted to Rs, 7200. 

Interest on dividned on securities, as the case may be, is 
payable on 31st January and 31st July each year. 

Ans. 

1. Interests on 5% W. B. Govt. Loan Bonds = 

2. „ , 6% Tax free C. Govt. Loan 1800 

Less Collection charges @ 1\% 27 

3. „ 6% Calcutta Corpon. Debenture. 

vfor 1 year only) 

4. „ 7% Debentures of Kiko Ltd 

5. „ 6% Debenture of National Coal Co. 

(for half year only) 

11023 

Less Collection Charges @ lil?o on interests 
collected 

-15% of (4000+2400 + 1050+1800) = Rs. 138*75 
Interest on Loan taken to purchase 
Debenture of National Coal Co Ltd. 

(5% on Rs. 39000 for 7 months) « _1137-50 1276*25 


Rs. 

4000 

1773 

2400 

1050 

1800 


Rs. 9746*75 
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Rebate : 

Interest on 6% Tax-free C. Govt. Securities at an 
average rate although it is included in the total income 
from interests on seciierities. 

Notes. 1. Interests on Calcutta Corporation Deben¬ 
tures for the past two earlier previous year should have 
already been taxed on ‘Due' basis. So the interest when 
actually, recieved has not been included in the income of Sri 
Paul. 

2. Dividend income on Pref. Share is not to be 
included under this head. 

3. The expenses on account of brokerage cannot be 
deducted from the income from interest on securities. 



CHAPTER IV 

HEADS OF INCOME—INCOME FROM HOUSE PROPERTY 

The following incomes from house property are not 

liable to Tax. 

(1) Income derived from any building owned and 
occupied by the cultivator as a dwelling house or store 
house and situated on or in the immediate vicinity of the 
agricultural land under Section 2 (1) 

(ii) Income derived from property held under trust for 
religious or charitable purposes to the extent to which such 
income is applied to such purposes in India. 

(iii) Income derived from the property occupied by the 
assessee for the purposes of his business on profession. 

tiv) Income from one residential house which can not 
be actually occupied by the owner during the whole of the 
previous year by reason ol his unemployment, business or 
profession carried on at any other place. 

iy) Income received by a Co-Uperative Society by 
letting godowns or warehouses etc. 

(vi) Income of an authority constituted under any 
Act for the marketing of commodies. when such income is 
derived by letting godowns or warehouses etc. 

Cvii) Income derived from house property by Co-Opera¬ 
tive society provided the income of such society does not 
exceed Rs. 20000 and the society is not engaged in Carrying 
on transport or in manufacturing with the aid of power. 

Important Points in Computing Income from House 
Property : 

(i) House property means buildings and lands attached 
thereto of which assessee is the owner. 

{2) When the property or any portion of such property 
is occupied by the assessee for the purpose of any business 
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or profession carried on by him, the profits of which are 
chargeable to income tax, the Annual Value of such 
property shall be taken as ‘NIL’. 

(3) Any income from an isolated vacant plot shall not 
be charged under this head—it shall be charged under the 
head 'Income from other Sources^ 

(4) The House Fropcrty may either be let out or 
occupied by the assessee himself. In both cases the assessee 
will have to pay tax on the Annual Value ; but method of 
calculation shall be different. 

(5) Certain expenses arc allowed to be deducted from 
the Annual Value of the Property in order to compute the 
net income from House Property. But in no case any loss 
from House Property shall be allowed. 

(6) In case of Property jointly owned by several 
persons and respective shares arc definite and ascertainable, 
their respective income shall not be assessed as ‘an 
Association of Persons’ but shall be computed in accor¬ 
dance with this section and shall be included in the total 
income of each. 

(a) Full amount of local taxes in respect of house 
constructed before the 1st April 1950. 

(b) 50% of the local taxes in respect of house 
constructed after the 1st April 1950. 

Rs. l,800/-or 50% of the above value (after deducting 
taxes) which ever is less shall be deducted from the Annual 
Value. The sum so reduced shall not exceed 10% of the 
total income of the assessee, and if the amount exceeds 10% 
of the total income then the Annual Value shall be 10% of 
the total income. 


Method Of Calculation Of 10% Of Total Income i 

The following formula may be conveniently used ;— 

12 

10% of j^of net income from other sources. 
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To find out the net income all admissible expenses and 
deductions shall be excluded from the gross income from 
other sources, such as Fire Insurance Premium on House 
Property, Land Revenue, Interest on Loan for borrowed 
money, Ground Rent, Interest on Loan on Mortgage of the 
House, Collection Expenses upto 6% and Vacancy 
allowance. 

The formula stands as follows 

Income from other sources—(admissible 

deductions as explained above )[ 
From this figure as determined the following deductions 
are allowed as per section 24 of the Act. 

(1) ^th of the Annual Value for Repairs. 

It is immaterial whether any amount has been spent on 
repairs or not. When the tenant bears the cost of repairs 
the excess of Annual Value over rent shall be taken to be 
repairing charge subject to ^th of the Annual Value. For 
further discussion see page 101. 

(2) Insurance Premium : 

Any sum paid as premium to insure the property against 
the risk of fire or damage or destruction. 

(3) Interest On Loan On Mortgage ; 

Any sum paid as interest on Loan on Mortgage of the 

house property. The purpose of such loan is immaterial 
in this case. 

(4) Interest On Loan Borrowed For Construction Purpose ; 

Interest on Loan borrowed for the purpose of construc¬ 
tion, acquisition, renewal, repair or re-construction of the 
House Property. 

(5) Ground Rent: 

Ground Rent payable to the owner of the land. 

(6) Land Revenue: 

Land Revenue payale to any State Gevernment. 
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(7) Collection Charge : 

Collection charges including legal expenses necessary 
for lealisation of rent upto 6/o of the Annual Value. 

(8) The amount of bad debt (bonafide sum un-realised). 
For detail discussions see page 102. 

(9) Vacancy allowance for the portion of the year the 
house remaining vacant, For detail discussion see page 100* 

(10) Where the property is subject to an annual charge 
of a revenue nature such charge will also be deducted 
provided it is not a capital charge. 


' The Bonafide Annual Value Of House Property : 


As per Section 23 (1), the Annual Value of any property 
shall be deemed to the sum for which the property might 
reasonably be expected to let from year to year. 

The Annual Value of the Property shall be ascertained 
on the basis of the following factors ;— 

(i) Municipal value of the property j 

(ii) Actual rent received ; 

and (iii) The rent paid for similar properties in the 
locality or in the neat locality. 

This Annual Value of the House Property as determined 
under Section 23 (1) is subject to the following adjustments. 

(i) In case of property let out and subject to local tax 
including service taxes paid by the owner, the following 
deductions arc allowed from the House Property. 

(a) Full amount of local taxes in respect of the house 
constructed before the 1st April 1950. 

(b) 50% of the local taxes in respect of house 
constructed after the 1st April 1950. 

After the above deduction full amount of Annual Value 
or Rs. 600/, which ever is less, shall be deducted provided the 
erection of the building begun or completed after the 1st 
April 1961 and such benefit is allowed for three years only. 
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(ii) In resp 2 Ct of house occupied by the assessce 
himself and subject to local taxes including service tax paid 
by the owner, the following deductions are allowed from 
the Annual Value. 

Owner of House Property 

It is not only the legal owmer but also the following 
persons who arc liable to pay tax on the income from his 
house property. 

1. An individual who transfers otherwise than for 
adequate consideration any house property to his wife or 
(a wife) to her husband, not being a transfer in connection 
with an agreement to live apart, shall be deemed to be the 
owner of the house property so transferred. 

2. An individual who transfers otherwise than for 
adequate consideration any house property to a minor child 
not being a married daughter, shall be deemed to be the 
owner of the house property so transferred. 

3. The holder of an impartible estate shall be deemed 
to be the individual owner of all the properties comprised 
in the estate. 

4. A member of a Co-operative society to whom 
a building or part thereof is allotted on leased under a 
house-building scheme of the society shall be the owner of 
that building or part there of. 

Vacancy allowance : 

1. Where the property consists of one residential house 
only and it can not actually be occupied by the owner by 
reason of employment, business or profession carried on at 
other place (i) the annual value of the house shall be taken 
to nil if the house can not be actually occupied during the 
whole previous year but ui) the value shall be taken to be 
that fraction of that annual value where it is actually 
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occupied for a fraction of the previous year provided the 
following conditions are fulfilled. 

(a) the house is not actually let. 

(b) no other benefit therefrom is derived by the owner. 

2. (i) Where the property is let and was vacant during 
a part of the year, that part of the annual value which is 
proportionate to the period during which the property is 
wholly unoccupied shall be deducted from the annual value 
of the property in computing the net income from house 
property. 

(ii) Where the property is let out in parts that portion 
of the annual value appropriate to any vacant part, wbicb is 
proportionate to the period during which such part is 
wholly unoccupied shall be deducted from the annual value 
of the property. 

Repairs : 

Where the property is in the occupation of the owner 
or when the property is let to a tenant and the owner has 
undertaken to bear the cost of repairs, a sum equal to one 
sixth of the value shall be deducted from the value. 

When the property is in the occupation of a tenant who 
has undertaken to bear the cost of repairs, the excess of the 
annual value over the amount of rent payable for a year 
by the tenant or a sum equal to one-sixth of the annual 
value whichever is less shall be deducted. 

Suppose that the fair rent of a house amounts to 
Rs. 6000 p. m. and the rent actually paid by the tenant 
amounts to Rs. 5435 as the tenant has -undertaken to bear 
the cost of repair. The amount of deduction on account of 
repairing charge will be Rs. (6000-5435)=565 because i of 
the annual value is higher than this amount. 

Property owned by Co-owners : 

Where the property is owned by two or more persons 
and their respective shares are definite and acertainable such 
^persons shall not in respect of such porperty be assessed as 
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an association of persons but the share of each such person 
in the income from the property shall be included in his 
total income. 

Unrealised Rent : 

An unrealised rent in respect of any property shall be 

allowed as deduction from the annual value of the house if 
the following conditions are fulfilled. 

(i) the tenancy is bonafide. 

(ii) the defaulting tenant has vacated or steps have 
been taken to compel him to vacate the property. 

(iii) the defaulting tenant is not in occupation of any 
other property of the assessee. 

(iv) the assessee has taken all reasonable steps to 
institute legal proceedings for the recovery of unpaid rent 
or satisfies the Income Tax Officer that legal proceedings 
would be useless, and 

(v) the annual value of the property to which the 
unpaid rent relate was included in the assessed income of 
the year for which that was due and Income Tax has been 
duly paid on such assessed income. 


Income from House property let out to tenants. 

1. Gross Annual value (fair rent) 

Less Local Taxes — 

(full amount of taxes if the house was . 

constructed before 1.4.50 or 50% of 
such taxes if the house was constructed 
after that date ) 

Less Statutory deductions —• 

( Rs 600 or 50% of the above value, 
whichever is less, if the construction 
of the house has begun or completed 
after 1.4.61. This benefit will be available 
only for 3 yeais after such construction) 
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Less Repairing charge _^ 

iff of the above value irrespective of the 
actual amount of repairs. 

or 

When the tenant has undertaken to bear 
the cost of repair, (Annual value —Actual 
rent paid) or I of the annual value, which 
ever is less 1 

Less iFire Insurance Premium on the house 4* 
Interest on loan taken for the construction 
or rcco.istruction of the house+Interest on 
loan taken on mortgage of the house+ 

Ground rent + Land revenued-Annual charge+ 
Collection charge (maximum 6%)+Vacancy 
allowanced-unrealised rent! *' 

Net Income from House Property 


Income from Residential House occupied by the owner 

1. Gross Annual value . 

2. Less Local taxes . 

(full amount of taxes if the house was • •••••••*• •••• 

constructed before 1.4.50 or 50% of 

such taxes if the house was constructed 
after that date. 

3. Less Statutory deduction 
(Rs. 1800 or 50% of the above 

value whichever is less ) . 

The value thus obtained above must not exceed 10% of 
the total income. If the above value is less than 10% of 
the total income then the following deductions shall be 
allowed from such value. 
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4. Less Repairing charge .. 

U of the above value irrespective 

of the actual amount of repair) 

5. Less. (Fire-insurance premium 4- . 

Interest on loan taken for construction 

and reconstruction of the house-f 
Interest on loan taken on mortgage of the 
house-f-Land revenue-f Ground rent4- 
Vacancy allowance4-Annual Charge ) 

Net income from House property . 

Where the Annual Value of the house as reduced by 
municipal taxes and statutory deductions exceeds 10% of 
the total income of the asscssec, then 10 of the total 
income of the house property shall be taken to be the 
annual value of the house. 

Annual value = 10^ of 1® of other incomes so far 
known 

Annual value ■“ of 1 Other incomes—(Ground 

rent4-Land revenueInterest on 
loan taken for the house4- 
Insurance premiums 4-vacancy 
allowance etc.)} for this house 

Less r, of the above value for repairs . 

Less IGround rent-f Land revenue .. 

-f Interest on loan for the house 

Insurance premium-f vacancy_ 

allowance etc.} 

Net income from House Property . 
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( Income from House Property) 

I 

i I 

^7 I 'St^’.f^^l 5tf^ 01 Stl 

(Annual value) 

^•11 I ^>^T71 ^71 W «jf^i^ 

<21^5 ^t?i c’sfcar 

^fij s{jn 3?i I ^t?*i 5/t? c^tai 

^1 «(IR?F 5^7(1 1 

^34^ f^^f^*(Ttf®!{57f \S!T, <il^N 

t%f5 ^7^71 

^3T7 f^^til*i ^!( I 

O I ^T^tTI ^T^C'® C^t=T ^J^^T?( 

^J^*lta(7l ^itC^TT §*f7| ?F5 ^^C91 

<(711 5(1 1 

81 ««i^art3i 'sT^TTi 'sitTi ^tvs niz^ I 

^ I =^7^ ^t^l nH ^^ <?^5|'9 

<f 711 ^71 ^] I 

«> I ^»11 C7| ^tfr «t®t7r v^z4 *‘^tft?i 

aitfilC^Tl” ^<171^ <(N^7(I ^^TT ^T9\i^ .il^aitai ’(TTltTl*! 

ftf® C<lt^t? 5(1 I 'BltTr^FTT NC^ 

fSwfSlR® ^jf%S5t«tC^'8 ^tflTI ^1^^ ’t«|J 7P?(1 ^ ®t^rCW71 ^ 

^tJ^TT ®1^7l <(I< 757( I 

(^) ^3 5(1 ^tt^TlI^ <lRc^t5l ®t9t7l ’ql ft 

C^tSl Tpflil «|t?:^ s£i^\ ^tft 

f) <77I"«15 ^tTPtTI 5(1 ^15711 ^Z^ ®t^1'8?t7(^ 

^^Tli’t flff® C<r'8?1 ^71 S(1 I ^<T<i. ^Tgt^TlTl C^ 
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4. Lsss Repairing charge . 

(ff of the above value irrespective 

of the actual amount of repair) 

5. Less, (Fire-insurance premium-)- .* 

Interest on loan taken for construction 

and reconstruction of the house-)- 
Interest on loan taken on mortgage of the 
house-}-Land revenue-}-Ground rent-f- 
Vacancy allowance-f Annual Charge ) 

Net income from House property . 

Where the Annual Value of the house as reduced by 
municipal taxes and statutory deductions exceeds 10% of 
the total income of the asscssee, then 10^1- of tlie total 
income of the house property shall be taken to be the 
annual value of the house. 

Annual value = of If of other incomes so far 
known 

Annual value - x of } Other incomes—(Ground 

rent-}-Land revenue-}-Interest on 
loan taken for the house-)- 
Insurance premiums-}-vacancy 
allowance etc.)} for this house 

Less ir of the above value for repairs . 

Less iGround rent-)-Land revenue . 

■f Interest on loan for the house 
-^Insurance premium-)-vacancy 
allowance etc.) 

Net income from House Property .•••••• 
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( Income from House Property) 

'ait^ S 

:> I ?pflwt«T?r 

I c^ srt^ 

^?I1 (Annual value) 

t5jf 5 '«t®l cw'S^l c’spcar 

?S1J ^^ I ^t^l ^\ C’P^ 

^1 C5i% ^^51 1 

^9TI, ’Sif^ <^»Tn 

®fsi^9ij ^t^i— 

"^1 fsi€t^*i I 

^ I 'S '«t^1 I 

«(?11 511 t 

8 I (ii^artaj a(tt^C?P^^ ^Ift 'ait?! *\1Z^ I 

4 1 «lt? 511 ^^Cai-Q ^1% ^^51'S 'ait^'^^ 

^51 ^?l I 

«»I ^1 cq '5t?t?r ^t5[ ^^z4 c^’i^Jitai 
ait%^?i” I ‘ii^arTai >rr*(t?i«i 

^t|C5f ill \ 'aqt^^ 

^fif^l ?F?11 '3t^TW?l ^ 

«1^5 ^’Rl *0^ I 

(^) f^iil ^iRc^ts? ^t5t?r ftw ^1 fl 

CTt5i ?ifw *5n^ 

tit <*it^tt ill ^feti 'Htc^ 'stti ^utRi 

4ikm iivttww fif!^ cr«ti ^ ill I 'ar<n ^ ct 
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4. Less Repairing charge . 

(ff of the above value irrespective 

of the actual amount of repair) 

5. Less, (Fire-insurance premium-!- .. 

Interest on loan taken for construction 

and reconstruction of the house-h 
Interest on loan taken on mortgage of the 
house-}-Land revenue-1-Ground rent4- 
Vacancy allowance-f Annual Charge ) 

Net income from House property . 

Where the Annual Value of the house as reduced by 
municipal taxes and statutory deductions exceeds 10% of 
the total income of the assessec, then of the total 
income of the house property shall be taken to be the 
annual value of the house. 

Annual value = 10;^& of it of other incomes so far 
known 

Annual value of {Other incomes—(Ground 

rent-h Land revenue-{-Interest on 
loan taken for the house 4- 
Insurance premiums4-vacancy 
allowance etc.)) for this house 

Less >; of the above value for repairs .. 

Less }Ground rent4-Land revenue .. 

4- Interest on loan for the house 
-•-Insurance premium4-vacancy 
allowance etc.} 

Net income from House Property . 
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C Income from House Property) 

: 

:> I 

I ^^’.t^?[1 5tf^ c^ w\^ 

j^tfs ^^1 ^rWI m (Annual value) 

^9|1 I faj^f^f3i*tjtf^(6 

(21^5 '®t^1 c^cay 

?flj m 5yl I s?r? «t^'1 ^^z^ '®iw^ c^as 

^1 c«y% ^1^1 I 

(2(f;5 

^Sll3f ^t^1— 

^9rr i 

<> I ^T?yt?r ^Tfrc'$ c^ptsy ^j^>rT?[ nf^t»(iTl 

»£i^^ <£? ^i^>!tt?ra ^ 

«i?il ■•111 

tt I «it^ ill J^tcai'e «(lt^ 

511 I 

^ I ^911 c^ ^t®t?r »i**^:# c^^^sitaj 
ailf^c^?l” I <il^«fta| 

artfti^FC^^ c^l^t? =a \ >8it^iy sress 

’t«lj ^^1 ^ ^ 

^1^9 ^1^^ *11^ I 

(?f) ^9ij 311 nt^?i1^ c^U ^t5t^ ftw ^1 :ft 

c^tsy ^fliii ^ fT?t 

^ ^<8t^ -(^t^CSI 511 ^ts^l ^Z^ ^t?1 ^^esy 

ai^?ii*t c^r^^l 5111 ^ <^ 
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Nfil^ 

I 

(^) ^51J 511 <1T^gl ?lfwC?FT5? ^t?t?r Wl 

s(t^t8T^ ^1 s^t^Tfai^l 

c«ni 'ail^Ci^ -R1 ^ 

sit^^ ^1^51 «fil1 I 

4^aitaj 5|tf«1^ ^fsi^l m I 

(^) ?r? 

c^U c^u ^1 ^f<^i m ^t<?i ^ 

kH ^^ 1 

f*N#T^c«t^ ^IIS I ’itft 

f^«l ^t?1 ^^C'® f5|^t?IC«t^I '4}?P5r^t3 Nt1^¥ 

^tft ^<91 f«C9! Um^ *t’^1%: - 

^ I ^w— 

(^t#}l5 iJ>«° »itc»i?r '.8T1 ^f^c9!?T 

l^fN^ ’1’^< I 

^Til is«o ^U8T?I ’tt?! 

^Z^n ^^Z^ I ) 

«I ^t«r 

( ^tflfs^ fsc^t*! 3>itcq? ^9f1 «ilt^C8I?r 

*ic?i ^1 ®i3ii^ %iT<fZ9i 

^9!J—^^16? NC«tJ Tr?J1 

^ ?pji ®t^l I) 
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«I . 

(I . 

I ^tw—tv2rf^?T^ . 

<3 I „ «(tci?^ . 

(c^ 

C?«fl =11 c^=i) 

I „ m . 

( ^ ’St^t^ 'ia% 'St^^ 

\r I „ S5t^ vQ Iffar?! ^t«?=11 . 

»I „ . 

(trr?r ^1 c=i?it»i^ 

^1 ^ w ) 

I .. Ttft?r^sitsi ^5 . 

'>'i\ „ ^1^1 . 

^^1 » ^t^1 Tt'T . 

3?t^ . 

^tftc^ ^tfti¥ f^«p s— 
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«I . 

( «®% ^*1 ^1 . 

ni\z^ ’qtfif ^9[j 

»f^T^ i® ^9t?I 

*ltf3C^il1 I ^1 c^it^ 

^t^1 ^^^91 ^SjJ ^%Z^ 

^t? I 

8 I ^t«f—C3I?»t®(C^?l W . 

( Mlz^^ ^?:3!i?[ 4 ^t’t) 

• I 'e ^t0?^n . 

«S I . 

( ?rt%i 

> I ^\f\ ft«it^ . 

3» I ^t«Fl . 

caitfe '5IT? . 

*r^f®C^ ^511 

^tU3?l ^•%C^ 'aif^ifsr ?F^cq fi(^ mT^ 

'i I ^<T«. ^tft?I ^ * X X v£i^ ^?lt« 

^ ^O® 

?%ci5 c^rttf 

^ I C^?lt«i:i5?l ^5 . 

(^i:«ij?i I ^t9f) 
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I >3 . 

.••• 

^u ^Um) 

^t=!Pl ^31 . 

^^t?r . 

^ Tr:r::rn7 

1%^ ^gitS ^ 

(sit^ 1*1^ ^i4 3i?f^ ^^15 ^t«r 

’it^SfT®! ^^9 I '«(3)t3! ( ^T^^ 

3 + ^3? 5(tC3?l + 

^t^1 ^tVf ) 

■Q. 49. In the year ended March 31,1965, an unmarried 
individual was employed in an office and drew a salary ot 
Rs. 550 per month. He lived in his own house of which the 
municipal valuation was Rs. 1200. He also had a gross 
income of Rs. 1.100 from di\idcnds in the company shares 
held hy him. Calculate his total income for the purpose of 


Income-Tax. [C. U. Degree Course. B. Com, 1963, 

Ans. His income from House Property ;— Rs. 

Annual value of the house 1200 

Less Statutory deduction (50% of the value) 600 

(Ai Rs. 600 is less than 10% of the total income) 

Hence this value will stand. Rs. 600 

Less Repairing Charge 

(I of the abve value) 100 

Net income from House Property =* 500 

Add income from salary— 6600 
Add income from dividend— 1100 
Total income from all sources = 8200 
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Q. 50. In the year ended March 31, 1965, a person 
owns two houses, one of which he uses for his own 
residence (municipal valuation on rental basis, Rs. 3,600) 
and the other he lets out at a rental of 200/-per month, his 
income from company dividends, after deduction of income 
tax at 30% is Rs. 2,800 ; his income from other sources is 
Rs. 239. Calculate his fotal income for the assessment year 
1965-66. { C. U. Degree Course B. Com, 1964 ) 

Part 11 


Ans. 

Income from House Property let out:— 

Annual Rental Value Rs. 2400 

Less Statutory deduction (50% or Rs. 600), „ 600 

whichever is less 

1800 

Less Repairing Charge of the above value) 300 

Net income from house property let out Rs. 1500 

Income from the house used for his own 

residence. 

Annual value of the house (on the basis of 

Municipal valuation) Rs. 3600 

Less statutory deduction (50%, or Rs 1800 

whichever is less) „ 1800 

Rs. 1800 


As Rs. 1800 exceeds 10% of the total income, so only 10% 
of the total income is to be counted as his income from 
residential house. 


Annual value = 


^ 12 
100 ^ 11 


of Income from 


other sources. 


on 


Gross Income = 


10 12 ^ 5739 

100 ^ ii 


= Rs. 626’07 
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Less Repairing charge (i of the above value) lj)4 ‘34 


Net Income from residential house Rs. 52173 

Income from Dividends (Grossed up) „ 4000’00 

Income from other sources. „ 239 00 

Net Income from house let out „ 1500*00 

Net income from all sources „ 626073 


Notes. 1. Income from sources other than that from 
residential house. Rs. (1500+4000+239) = Rs. 5739 

2. Dividend grossed up = „ 4000 

3. It is assumed that the house let out has been 
constructed after 1.4.61. 

Q. 51, Sri Hiralal has in his possession several house 
properties. The annual rental vaule of these properties 
amounts to Rs, 30000 (including Rs. 8000 for a house where 
he resides). He claims the following expenses. 

(1) Rs. 150 for insurance premium (2) Rs. 800 for interest 
on mortgage (3) Rs. 600 for vacancy allowance, (4) Rs. 30 
for ground rent (5) Rs. 20 for land revenue (1^) Rs. 1500 for 
rent collection charges (7) Municipal taxes Rs. 5000 in 
respect-of houses let out. 

A certain the tax liability of Sri Hiralal for the assessment 
year 1955-66. It is assumed that Sri Hiralal has no other 
income. 

[Prepared according to Question of B. Com. Rajasthan 1956.] 


Ans. 

Income from house properties let out as under :— 


Annual value of the houses 

Rs. 22000 

Less Full Municipal Taxes 

„ 5000 

17000 

Annual value of the house occupied for 

own residence 

8000 

Less Statutory deduction (50% or Rs 

1800 whichever is less) 

1800 


6200 
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As Rs. 6200 exceeds lOfo of the total income, so 10% of 
the total income shall be the annual value of the house 
occupied by him. 


Annual value of income from other sources 

i? X117000- ( 6 (So+ 800 +lM+^ 0 +^ 0 +J 320 + 2833 - 33 ) 


of 11246-67 = 


Rs. 1226*90 
ib226 90 


l^S5 


1. o of the above value for repairs Rs. 3037'80 

2. Insurance premium „ 150*00 

3. Vacancy allowance „ 600*00 

4. Interest on mortgage „ 800*00 

5. Land revenue and ground rent „ 50 00 

6. Collection charges, (maximum 6% 

of the rental value of Rs. 22000) „ 1320 00 

5957*80 

Total income from all sources Rs. 12269T0 


Notes : 1. Collection charges limited to 6% of rental 
value = Rs. 22000 x =Rs. 1320. 

2. It is assumed that the houses were constructed 
before April, 1961. 

3. Net income from other sources than that from house 
occupied by him is arrived at as un^r Rs. 17000 — {(i of 
17000 for repairs)+15p+6q0+800+^p+2q+1320.N17000 
-5753*33=11246*67. 

Q. 52. Sri N. Datta owns house property of the annual 
rental value of Rs. 10000 which he has let to Sri S. Paul 
at 8500 p.a. Sri Paul agreed to bear the cost of repair 
himself. The expenses of Sri Datta in connection with this 
house property amounts to Rs. 3000 excluding the cost of 
repairs. 
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Ascertaia the tax liability of Sri Datta. Would it make 
any difference if the house had been let out for Rs. 7000 
p.a. instead of Rs. 8500 p.a. 

[Prepared according to question of B. Com. 

Agra University 1955] 

Ans. ^ 

Fair Value of the house Rs. 10000 

Less. Repairing Charge borne by the „ 1500 

tenant (| of the value or the actual cost 

borne, whichever is less) Rs. 8500 

Less Other expenses in connection 

with the property , 3000 

Net income from the house = Rs. 5500 

It is assumed that the house has been constructed before 
1,4.61. So no question of deduction of statutory allowance 
arises. 

Had it been let out at Rs. 7000 p. a. instead of Rs. 8500 
p.a. the income would be as follows :— 

Annual value = Rs. 10000 

Less Repairing charge ^ „ 1666'67 

8333-33 

Less Other expenses. 30OO‘OO 

Net income = Rs. 5333*33 

Notes. Repairing charge would be ^ of the rental value 
or the actual cost borne by the tenant, whichever is less. 
In this case, y of the value —1666*67 
but the actual cost borne by 
the tenant would be 3000 

/" Q. 53. Sri K. C. Ghose is employed in a business office 
at Rs. 600 p. m. He owns 30000 5% Govt, tax-free securi¬ 
ties. He owns a big house the muncipal valuation of 
which is Rs. 1200. He has let out one half of the house at 
Rs. 75 p. m. and the remaining half is occupied by him for 
8 
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his own residence. The house has been given on mortgage 
to meet the cost of his daughter's marriage. The interest 
on mortgage amounted to Rs. 400 p. a. and the municipal 
tax paid in respect of the house amounted to Rs. 200. 

Ascertain the tax-liability of Sri Ghose for the year 
ended 31 March. 1965. 

[Prepared according to Question of B. Com (Agra) 1956.] 

Income of Sri Ghose 

1 Salaries @ Rs. 600 p. m. Rs. 7200 


2. Interests on Securities ,. 1500 

Income from house property let out 8700 

1. Annual Value @ Rs. 75 p. m. 900 

Less 50% of Local tax 100 

800 

Less I for repairs 133*33 


Annual value after the above deductions 666*67 


Income from house (i) occupied 

by him 

, 600x900 


Fair Valuer 

= 900 

Less Local Tax 

100 


800 

Less h for statutory deduction 

400 


400 

Less 0 for repairs 

66*67 


33333 
1000 00 

Less interest on mortgage 400 00 

600*00 

Total income of Sri Ghose Rs. 9300*00 

Notes : It has been assumed that the house has been 
constructed after 1.4,50. 50 o of the municipal tax has been 
allowed as deduction. 
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Q. 54. From the tollowing information compute the 
^otal income and the amount on which average rate of 
relief is available for the Assessment year 1965-66. 

Salary Rs. 18,000. 

Employer’s Contribution to Recognised Provident Fund 

Rs. 2,000. 

Interest on accumulated balance in the fund account 
•calculated @ 9% —Rs. 3,600. 

Car allowance Rs. 1,200 (Actual expenses Rs. 1000) 

Entertainment allowance Rs. 1,200, 

The assessee was not in receipt of any entertainment 
allowance before 1. 4. 55. He also owns a dwelling house 
whose valuation Rs. 10,000. He also paid Life Insurance 
premium. P.s. 4 000, [C. U. M. Com. 1960] 


Ans. Income for the Assessment year 1965-66 

1. Salary Rs. 18000 * 

2. Employer's Contribution to 
Recognised Provident Fund 

(in excess of 10% of the salary) „ 200 

3. Interest on the accumulated balance in 

the fund account @35^-^ „ 1200 

(in excess of 6%) 

4. Car allowance 1200 

Less actual expenses 1000 „ 200 

5. Entertainment allowance „ 1200 

^^ncorae from salary Rs. 20800 

6. Income from house property occupied by him 

Annual value Rs. 10000 

Less Statutory deduction (50%, or, 

Rs. 1800 whichever is less) * 1800 

Rs. 820000 
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As Rs. 8200 is greater than 10% of the total income, 
annual value is to be taken at 10% of the total income 
which is computed as under :— 


Annual value = ^ ^ ^ 20800 

Less Repairing charge (i of the above 

value) 


Rs. 226909 


Rs. 378*18 

1890-91 
20800 00 

Rs. 22690-91 


Add income from Salary 
Total income from all sources 
Rebate allowed ;— 

1. On the amount of contribution to 

R. P. Fund (Employee’s own) Rs. 2000 

2. On the amount of life insurance premium 
(Premium & P. F. contribution limited to 
25% of the total income) 


Rs. 


/22^90-91 

\ 4 


'-)-2000 = 


Rs. 3672-72 


5672*72 


Notes : 

Entertainment allowance will be included in the total 
income of the Assessee because he is not in receipt of such 
allowance before 1-4-55. 

Q. 55. Shri R. Ghosc owns three houses at Alipore 
constructed before 1st April 1950, and lives in his own 
Bunglow at Rajpur. All the Alipore houses are let out. 
The annual value of these properties is Rs. 21,000 and 
that of the Bunglow is Rs. 7,000. The several expenses of 
the let out properties are as under :— 

(a) Municipal Taxes including occupier’s 

share of tax Rs. 5000 

. 496 

424 


(h) Land Revenue paid 
(c) Ground Rent paid 


ft 
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{d) Annual interest on mortgage of one of 

the properties Rs. 2,000 

(Note :—Interest has not been paid for 

last 3 years) 

(e) Fire Insurance Premium during the year, 

including Rs 800 in respect of previous year „ 1,600 

if) Collection charges r 1.20C 

(g) Legal charges for recovery of arrear 

rent „ 300 

(h) One of the tenants is in arrear of rent amounting 
to Rs. 600 in respect of the year in question and is unable 
to pay the same. 

The expenses of bunglow are as under :— 

(1) Municipal Taxes including occupier’s 

share of tax Rs. 1,500 

(2) Insurance „ 350 

(3) Ground rent ,, 75 

Shri Ghose’s investment consists of 3% G. P. notes of 
the value of Rs. 1,00,000 on which interest has been 
collected on due dates. During the year ended 31st. March, 
1961, he received Rs. 15,000 from Messrs. Development of 
Industries, Ltd., as Managing Director’s remuneration. 

You are requested to prepare a statement, showing 
the total income of Shri R. Ghose for the assessment 
year 1955-66. [ C. U. M. Com. 1961 ] 

Ans. Income from house property let out 

Annual value — 21000 

Less Municipal Taxes 5000 

16000 

Less ( i of the value ) Repairs 2666‘67 


13333*33 
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Less Land Revenue 
Ground Rent 
Annual interest 
on mortgage 
Fire insurance premium 
Collection Charges 
Legal Charges 
Unrealised Rent 


2000 

eoo 

1200 

300 

600 


Net income from houses let out 
Income from Interests on Securities 
Interest on 3% G. P. notes (Rs. 1,00,000) 
Income from other Sources 
Managing Director’s remuneration 


582000’ 

7513-33 

3000-00 


Managing Director’s remuneration 15,000-00 

25513-33 

Income from house occupied for his own residence 
Annual value ... ... 7000*00 

Less Municipal taxes ... ... 1500 00 

5500-00 

Less Statutory deduction 1800*00 

(Rs. 1800 or 50% of the above, 3700*00 

whichever is less ) 

As Rs. 3700 is greater than 10% of the total income the 
anual value of the house occupied, shall be taken at 10% of: 
the total income which is calculated as under :— 

Annual value = x ^ ^ (25513 - ’350 - 75) 


= ~ X ^ j X 25088 « 2736*87 


Less i. 


L. Repairing charges 456*14 
C f of the abave value ) 

2. Insurance 350 

3. Ground rent 75 88 

Net income from house occupied .. 

Add income from all other sources 
Total income of R. Ghose 


881-14 


1855-73 

25513-00 

2736873 
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Notes 

!• Collection charges including legal charges do not 
exceed 6% of the Annual value. 

2. Arrear interests on mortage cannot be deducted from 
the income of the year in question. 

3. Fire Insurance premium of the relevant previous 
year can only be allowed as deduction. 

4. As the houses were constructed before 1.4.50, full 
municipal tax should be deducted from the annual value of 
the houses. 


\g/56. Shri R. has the following income for the year 
ended 31st March 1965 j— 

{a) Salary of Rs. 500 per month. He has contributed 
10% of his salary to a recognised provident fund to which 
his employer also contributed an equal amount. Interest at 
6% on his provident fund amounted to Rs. 600. 

{b) He has 3 houses of municipal valuation of Rs. 6,000. 
Rs. 3,000, and Rs. 1800 respectively. 

The following arc the particulars :— 

{i) 3rd house which was constructed in 1948, has been 
let out at Rs. 175 per month and he has incurred the 
following expenses in respect there of :—(t) Interest on 
mortgage of property Rs. 1,209 ; Land revenue Rs. 40 ; 
premium for fire Insurance Rs. 150 ; interest on loan taken 
to repair the house Rs. 600 ; municipal tax Rs. 50. The 
house remained vacant for two months. 

(ii) 2nd house which he constructed in 1954-55 and 
which was completed in march 1960, is let out on Rs. 200 
per month. He paid Rs. 100 as municipal taxes and Rs. 200 
as fire insurance premium of these house. He also paid 
Rs. 1000 as interest on loan which he raised to build his 
house. 


(in) The 1st house is used by him for his own residential 
purposes and he paid Rs. 300 as its repairs and Rs. 100 as 
fire insurance. 



120 


STUDIES IN INCOME-TAX 


Ascertain the taxable income from property and compute 
total income of Shri R. for assessment year 1965-66 
(corresponding to accounting year ending 31st March 1961). 

[ C. U. M. Com. 1962 ] 

Income of Sri R for the assessment year 1955—66 

1. Salary @ Rs. 500 p.m Rs. 6000 

Income from property let out Rs. 

3rd House. Annual Rental value 2100 

L£ss Municipal tax 50 

2050 

Less Repairs 342’00 

” Interest on Mortgage 1200’00 

Land revenue 40'00 

Fire Insurance premium 150*00 

Interest on Loan 600'00 

Vacancy allowance 342*00 2674*00 

-624 

The total amount of deductions on account of these 
expenses exceed the above value. But no loss on account 
of house property could be allowed in the Act. in respect 
of property of the nature referred to in Section 23(3) of the 
Acts. (In lespect of a single residential house owned and 


occupied by the assessee). So the net 
house cannot be taken to be nil. 

income from 

the 3rd 

2nd House. Annual Rental Value 

Rs. 

2400*00 

Less Municipal tax 


50*00 

( 50% of the tax ) 


2350*00 

Less ], Repairing Charge 

391 '66 


2. Fire Insurance premium 

200*00 


3. Interest on Loan 

1000*00 

1591'66 

Net income 

... 

758*34 

1st House occupied by him 

Rs. 


Fair Annual value 

5625*00 



(2100 + 2400) X 6000 
"(1800+'3000) 
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Less Statutory deductions ISOO'OO 

(Rs 1800 or 50% of the above value 

whichever is less) _ 

3825 00 


As Rs. 3825 is greater than 10% of the total income, 
the annual value of the house occupied by him shall be 
taken at 10% of the total income and that is calculated as 
under :— 


Annual Value = x ^ of income from sources other 
than that from this property 

Annual value = ^ 11 ^ (6758‘34 -100 - 624) 


= £^^x^^x6034'34 = 658-36 

Less 1. Repairing Charge 10973 

of the above value) 

2. Insurance Primium lOO'OO 

20973 

448*47 

Add inc omes from all other sources 6134*34 

Total income of R. Rs. 6582*81 


Q. 57. X, an employee of a Ltd. Co., had income from 
following sources during the year ended 31st March 1962 : 

(d) Salary Rs, 1500 per month, {h) Entertainment 
allowances Rs. 450 per month, prior 1st April 1955, he 
was drawing Rs. 250 per month, (c) Interest for the year 
at 4|% on Treasury Saving Deposit Certificates of the 
f. V. of Rs. 25000. (d) Hs had two houses—one constructed 
in 1948, was let out for Rs. 800 per month and i of the 
other house in which he lived was let out at Rs. 500 per 
month. The annual Municipal Taxes of the 1st house was 
Rs. 1600 and of the 2nd house Rs. 1400. He maintained a 
life policy for Rs. 20,000 on which he paid annual premium 
of Rs. 1200. 
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You are required to ascertain, (i) the assessable 
income, (n) the non-taxable Income, and (m) the amount 
on which rebates of tax, if any, are admissible during the 
assessment year 1965-66. [C. L. M. CoW ] 


Ans. Income of Sri X from Salary 


Rs. 


1. Salary @ Rs. 1500 p. m. 18000-00 

2. Entertainment allowance 2400*00 

(450-250) p.m. 20400*00 

Income from House Property 


1st. House :—Annual value 

Less Municipal Taxes (full) 

9600 

1600 


8000 

Less Repairing Charge 

(b of the above) 

1333*33 

2nd House :—Half of the annual 

rental value 
Less Municipal Taxes 

6000-00 

350-00 


(50% of the half of the tax) 


6666*67 


5650 00 

Less Repairing Charge 941‘67 

(» of the above value) 


4708*33 

3177500 


Half of the annual value occupied 

by himself. 6000*00 

Less Municipal Taxes 

(50% of the half of the tax assuming that 350 00 
the house was completed after 1.4.50) 


5650*00 

Le55 Statutory deduction 1800 00 

(Rs. 1800 or 50% of the above value 
whichever is less) 

385^W 



HEADS OP INCOME— (income PEOM HOUSE PROPEETY) 123 


As Rs. 3850 is greater than 10% of the total income of 
Sri X, the annual value of the house shall be taken at 10% of 
the total income and is calculated as under 


Annual value=j^^Xj-^X Income from other sources 


—X X 31775 = 
“ 100 ^ 11 ^ ^ 

Less V of the above for repairs 


3466-30 

577*70 

2888-60 


Therefore, Total income from all sources = (31775*00+ 

2888-60) = Rs. 34663*60 
Rabate allowed on life insurance premium paid 
Rs 1200. 

Interest on Treasury Savings Deposit Certificate is 
excluded from total income of Sri X. 


Q. 58. Sri C. Kar, the secretary of M/S Y Pvt., LTD., 
shows the following particulars of his income earned in the 
finanicial year 1964-65 :— 

(1) Salary including employee's contribution of Rs. 

Rs. 1800 to a recognised provident fund 18000 

(2) Employer’s contribution to provident fund 1800 

(3) Interest on accumulated balance in the 

Provident Fund Account (calculated at 9%) 3600 

(4) Car Allowance 1200 

(5) Club bills of the assessec paid by 

employers 2000 

(6) Entertainment allowance 400 

(7) Income from dividend 

(Gross, Rs. 7,000) Rs. 4,900 net. 

Note :—(<i) The assessee was not in receipt of the 
entertainment allowance before 1st Apiril, 1955. 

(b) The assessee also owns a house whose municipal 
value is Rs. 900. He let out i of the house at Rs. 40 
per month and occupies the remaining portion for his own 
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rresidence. He paid Municipal Taxes amounting to Rs. 
300—in respect of the house. 

(c) He also owns 3\% Govt. Securities of the face- 
value of Rs, 6000 (Interest received). 

(d) He paid Rs. 3000 on account of Life Insurance 
premium on the life of his wife. 

Find out taxable income of Shri C. Kar. [C.I7. JA. Com.] 


Ans. Income of Sri C. Kar. 

1. Salary 18000*00 

2. Interest on the balance of 

R.P.F. a/c. @ 3% ( in excess of 6%) 1200 00 

3. Club bills paid by employer 2000*00 

4. Car allowance 1200*00 

5. Entertainment allowance 400*00 

Salary income— 22800 00 

Interests on securities 3i% on 2100 00 

Rs. 60000 

Income form Dividend 7000*00 

Incomes from house p roperty occupied by 

h imself 

Annual Rental Value of i of the house 480 00 

Less Proportional Municipal Tax 100 00 

380*00 

Less i th. for repairs 63'33 

316*67 

Annual value of the portion 

occupied by him. 600 00 

Less Municipal Tax 200*00 

400*00 

Less 50% as statutory deduction Rs. 20000 


Rs. 200*00 

Total income 22800*00-I-2100*00-f 316*67 

4-200*00-f-7000*00 = Rs. 32416.67 
He is entitled to a rebate on Rs. 3000 as premium paid 
on the life policy of his wife. 



HEADS OP INCOME— (income PROM HOUSE PROPERTY) 125’ 

Q. 59. Below are given the particulars of Ram Tarak 
Sarma, a resident and ordinarily resident assessee, for the 
year ended 31st March 19 d5. 

(i) Salary Income—Rs. 3,000 per month : 

(n) Entertainment allowance—Rs. 350 per month, the 
allowance was given for the 1st time in the year ended 31st 
March 1958). 

(in) Interest on 4-^% T.S.D. Certificate of the F. V. of 
Rs. 20000. He also held 44% W. B. Govt, loan of the 
F. V. of Rs. 40000. 

[iv) He is the owner of the 2 houses— the first one 
constructed in. 1946 was let out at Rs. 900 per month. The 
municipal taxes of Rs. 1,600, payable on the house, were 
entirely borne by him. The other house fetched Rs. 350 per 
month for the ground fioor, the other two floors are being 
occupied by him. 

The assessee maintained a policy on his wife’s life— 
the value of the policy \^as Rs. 20,000 and annual premium 
was Rs. 2500 

You are required to ascertain the (i) Assessable income, 
(ii) Exempted income, and (iii) Rebates admissible, if any, 
during the assessment year 1965-66. [C U. M. Com. 1964} 


Ans. Income of Sri Ram Tarak Sarma 

1. Salary 36000 

2. Entertainment allowance (as he has not 

been getting such before) 1. 4. 55. 4200 

Salary income 40200 

Interest on securities 1800 

Income from house property let out 
(1st House) Annual rental value 10800 

Less full Municipal Tax 1600 

9200 

Less 0 of the above value for repairs 1533’33 


766667 
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(2nd House) Annual rental value 

(i only) 

Less i of the above for repair 

Annual value of the house 
occupied by him (») 

Less Statutory deduction 


4200*00 
700*00 3500*00 

11166*67 


8400 

1800 

6600 


As Rs. 6600 is greater than 10% of the total income, the 
annual value is to be taken at 10®^ of the total income 
which is calculated as under 


Annual 

^10 12 
100 ^ii 

Less I for repair 


of (40200-f 1800+11167) 

X 53167 = 5800*04 

966*67 

1833'37 


(t) Total income of Sri C. Kar =53167 + 4833*37 

= Rs. 53000*37 

(it) Totally Exempted Income :— Rs. 

Interest on T.S.D. Certificate = 900 

[Hi) Rebate admissible on life insurance- 

premium 2000 

( because rebate on premium is 
limited to 10% of the sum assured.) 



CHAPTER V 
(HEADS OF INCOME- 

PROFITS AND GAINS OF BUSINESS OR PROFESSION) 


The following incomes shall be chargeable to Income- 
Tax under the head ‘Profits and Gains of Business or 
Profession'. 

(i) The profits and gains of any business or profe¬ 
ssion which was carried on by the assessee at any 
time during the previous year. 

(ii) Any compensation or other payment due to or 
received by— 

(a) any person, by whatever name called, 
managing the whole or substantially the 
whole of the affairs of an Indian Company 
or of any other Company in India, at or 
in connection with the termination of his 
management or modification of the terms 
and conditions relating thereto \ 

(b) .any person, by whatever name called, 
holding an agency in India for any part of 
the activities relating to the business of 
any other person, at or in connection with 
the termination of the agency or modifica¬ 
tion of the terms and conditions relating 

• thereto. 

'lii) Income derived by a trade, professional or similar 
association from specific service performed for its 
members. 

(iv) The value of any benefit or. perquisite arising from 
or accruing to tlic business or by the exercise of a 
profession shall be included as income from 
“business or profession”. 
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N. B. The profits and gains of any business or profession 
must include all revenue receipts, casual and regular, 
recurring or non-recurring. It would also include voluntary 
payments made by persons who are under no obligation to 
make such payment provided such payments are received 
in the course of business or in the exercise of a profession. 

Explanation I : The profits and gains of a business shall 
also include the profits and gains of Managing Agents. 

Explanation 11 : Where speculative transactions carried 
on by the assessee are of such a nature as to constitute a 
business, the business shall be deemed to be definite and 
separate from any other business. 

As per Section 29 of the Act, the income chargeable 
under the head ‘Profits and Gains of Business or Profession' 
shall be computed in accordance with the provisions 

contained in Section 30 to 43. 

The following are the admissible allowances as per 
Sections 30 to 43. 

Section 30 : Rent, rates, taxes, repairs and insurance 
for building, 

Section 31 : Repairs and insurance of machinery, 
building and furniture. 

Section 32 : Depreciation. 

Section 33 : Development Rebate. 

Section 34 : Conditions for depreciation allowance 
and Development rebate. 

Section 35 ; Expenses on scientific research. 

Section 36 : Other deductions, viz. 

(i) Insurance of stocks and stores. 

(ii) Bonus or commission to employees, 

(hi) Interest on capital borrowed. 

(iv) Annual contribution towards a recognised Provi¬ 
dent Fund or an Approved Super-Annuation Fund, 

(v) Contribution towards an Approved Gratuity Fund. 

(vi) Loss of the animals used. 




PROFITS AND GAINS OP BUSINESS OR PROFESSION 12& 

(vii) Bad debts, 

(viii) Amount carried to a Special Reserve created by 
a Financial Corporation. 

Section 37 : General Deduction, 

Section 38 : Building etc, partly used for busi»ess and 
not exclusively so used, 

Section 39 : Managing Agency Commission, 

Section 40 : Section 40 provides that expenses shall 
not be deducted in computing income 
from business or profession under express 
provision of the Act. 

Section 41 : Income deemed to be profits, 

Section 42 : Special provision for deduction in the case 
o.f Oil Mining concern etc. 

Section 43 : Definition of certain terms and expressi¬ 

ons used in computing income from business or profession. 

The amount chargeable to the profits and gains from 
business or profession are as follows :— 

Rent of Premises : 

Where the premises are occupied by the assessee as a 
tenant, the rent paid for such premises ; 

Repairs to Premises : 

Where the premises are occupied by the assessee and if 
he has undertaken to bear the cost of repairs to the 
premises, the amount paid on account of such repairs. 

Where the premises are occupied by the assessee other¬ 
wise as a tenant, the amount paid by him on account of 
current repairs to the premises. 

Rates and Taxes ; 

Any sum paid on account of land revenue, local rates 
or municipal taxes by the assessee. 

Premium on Insurance : 

Any sum of premium paid in respect of insurance against 
risk of damage or destruction of the premises paid by the 


assessee. 

9 
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Repairs and Insurance of Machinery, Building etc. :— 

The amount paid on account of current repairs and 
insurance of machinery, building or furniture used for 
the purpose of business or profession. The amount of any 
premium paid in this respect against risk of damage or 
destruction thereof. 

Depreciation : 

Depreciation of building, machinery, plant or furniture 
owned by the assessce and used for the purpose of business 
or profession subject to the provision of Section 31 

Development Rebate : 

Certain amount of deduction is allowed for development 
rebate, details of which have been discussed in subsequent 
chapter. 


Expenses on ‘^'cientific Research ; 

In r.’spect of expenses on sri.'ntiUc r^'spnrcb, ’be follow¬ 
ing deJucrion shall he allowed. 

(i> Any expenditure (not being in the nature of Capital 
Expen.bfure^ laid out or exn.CTjJcd on scientific research 
relatid to ^hs business : 


(ii) An.y sum paid to a ^cionriiir research .'is'-ociation 

which has ,is its object the iindertnrin ^ t’-.c scientiiic 

researcii to a university, Cvollege or other in-ritution ro 
be u‘=cd f ar scientific research, provided that such 

cion, 'mivcrsity, college nr institution is tor the time being 
ippr'.ved for the purpo.se of this clause by the prescribed 
authority. 

(iii) Any sum paid to a university, college or other 
institutions to be used for research in social science or 
statistical research related to the class of business carried 


on by the nssessee. 

(iv) l/5th of the Capital Expenditure incurred on 
scientific research related to the business carried on 


by the assassc in any previous year shall be deducted for 
that previous year and the balance of the expenditure shall 
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be deducted in equal instalment for each of the four 
succeeding previous year. 

ISxplanation : Where any capital expenditure has been 
incurred before the commencement of the business, the 
aggregate of the expenditure, so incurred within the 
three years immediately preceding the commencement of 
the business shall be deemed to have been incurred in the 
previous year in which the business is commenced. 

In certain cases an asset representing capital expendi¬ 
ture on scientific research ceases to be used for scientific 
research in any previous year. The asset in such cases is 
sold or is put to other use in the business. Further 
admissible deduction '•.'ill be equal to the deficiency, if 
any, on acco’jnt of which i*: calculated as follows 
Total capital e''p.u;dirure — Sale r>roce.?ds or realisable 
value4-deduction so far allowed in rc'^pect of the 
asset ) Deficiency. 

No deduction will be allowed under the above 
clause for that previous year or for any siibse luent 
year. 

In certain cases the asset is sold in a previous year subs¬ 
equent to the year of cessation, further deduction is to be 
allowed, if any deficiency is caused by such sale which is 
calculated as follows 
^Realisable value of the asset as\ 

tahen into account in thc^ —‘’Actual sale proceeds) 
year of cessation. 

— Deficiency ( for which deduction 
is to be allowed in the year of 
sale ) 

When such an asset is put to other uses in the business, 
normal depreciation is to be allowed in respect of such 
asset. 

If the annual deduction on account of such capital 
expenditure can not be fully charged against the profits of 
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the year on account of insufficiency or absence of such 
profit, such unabsorbed portion of annual deduction can 
be carried forward indefinitely. 


When a surplus is created as a result of sale of such 
asset representing capital expenditure, such surplus is to 
be treated as income of the year in which the sale takes 
place whether the business is in existence or not. Such 
surplus is calculated as follows :— 


f f (Total deductions so farN 

<1 allowed in respect of (Sale proceeds of the Asset) 
l\such an asset.; / 


(Total capital expenditure 
\which is assessable. 


= Surplus 


Other Deductions : 

U) The amount of any premium paid in respect of 
insurance against risk of damages or destructions of 
stocks or stores used for the purpose of business or 
profession. 

(li) Any sum paid to an employee as bonus or commi¬ 
ssion for the services rendered, whether such sum would 
not have been payable to him as profits or dividend if it 
had not been paid as bonus or commission provided that 
the amount of bonus or commission is reasonable with 
reference to— 

(aj the pay of the employee and the conditions of his 
service ; 

(b) the profits of the business or profession for the 
previous year in question •, and 

(c) the general practice in a similar business or 
profession. 

(iii) The amount of the interest paid in respecc of 
capital borrowed for the purpose of the business or 
profession. 
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Explanation : Recurring subscription paid periodically 
by the share-holders or subscribers in Mutual Benefit 
Associations shall be deemed to be capital borrowed 
within the meaning of this clause. Such share-holders 
or subscribers must fulfil the conditions as may be 
prescribed. 

(iv) Any sum paid by the assessee by way of annual 
contribution as an employer towards a Recognised Provi¬ 
dent Fund or an Approved Super-annuation Fund 
subject to such limits as may be prescribed for the 
purpose. 

(vj Any sum paid by the assessee as an employer by 
way of contribution towards an Approved Gratuity Fund 
created by him for the exclusive benefit of his employees 
under an irrevocable trust. 

(vi) In respect of animals which have been used for 
the purpose of the business or profession otherwise as 
stock-in-trade and have died or become permanently 
useless for such purpose, the difference between actual 
cost to the assessee of the animals and the amount, if 
any, realised in respect of carcasses of animals. 

Loss of animals: Original price minus the price 
realised after sale of carcasses of animals. 

(vii) In respect of any special reserve created by an 
Approved Financial Corporation which is engaged in 
providing long term finance for industrial development in 
India, an amount not exceeding 10% of the total income 
carried to such reserve A/c. No allowance shall be made 
on the excess when the aggregate of such reserve exceeds 
the paid up share capital. 

Bad Debt 

An amount of any debt or part thereof which is 
established to have become a bad debt in the previous 



134 


STUDIES IN INCOME-TAX 


year, the assessee must fulfil the following conditions 
before a bad debt can be allowed. 

The bad debt has been taken into account in 
computing the income of the assessee of that previous 
year or of an earlier previous year. 

The debt has been irrecoverable in the accounts 
of the assessee for that previous year. The debt must be 
in respect of or incidental to the business or profession of 
tht- assessee. 

Other provision regarding bad debt 

(a) If the amount ulninatt ly recoverd on any debt is 
less than the diffcrance between the debt and the ULuouiit 
so deducted, the deficiency^ shall be deductable in 
the previous year in which the ultimate recovery is 
made. 

(b) Any such debt or part of debt may be deducted 
if it has already been written off as irrecoverable in the 
accounts of an earlier previous year, but the L T. O. 
had not allowed it to be duducted on the ground that 
it had not been established to have become a bad debt in 
that year. 

(c) Where any such debt or part of debt is written off 
as irrecoverable in the accounts of the previous year and 
the I.T.O. is satistied that such debt or its part became a 
bad debt in any earlier previous year not falling beyond 
the period of 4 previous years immediately preceding the 
previous year in which such debt or its part is written off, 
the provision of Section 155 (6) shall apply. 

It simply means that— 

(a) further bad debt to be allowed ( in the recovery 
yei-r) is equal to the debt minus bad debt deducted plus 
the amount of debt recovered.) 

Total debt—( bad debt deducted + ultimately debt 
recovered ). 
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Taking debt as Rs, 500, bad debt deducted as Rs. 50 
and debt ultimately recovered as Rs. 430, we get. Rs. 500- 
Rs. (50+430)=Rs. 20. 

So Rs. 20 can be allowed as further deduction. 

(b) Further debt to be allowed = Debt written off as 
irrticoverable in any previous year, but disallowed by the 

I.T.O. on the ground of not being an established bad debt, 

(c) Provision of Section 155 (6) shall apply in case of 
bad debt of any earlier previous year ( falling within the 
preceding 4 previous years) but written off as irrecoverable 
in the accounts of tl’c previous year. 

Section 37 : General 

Any expenditure ( not being an expenditure in the 
nature as described in Sections 30 to 36 and not being in 
the nature of capital expenditure or personal expenses of 
the assess::e) laid out or expended wholly or exclusively for 
the purpose of the business or profession shall be allowed 
in computing the income chargeable under the head ‘profits 
and Gains of Business or Profession’. 

1. Legal expense : 

(a) Legal expense incurred in the normal course of 
carrying on the business, 

(b) Legal expense incurred to avoid the business 
liability, 

(c) Legal expense to define the assessee’s title to his 
assets, 

(d) Legal expense to secure the termination of an 
adverse trade relationship, but legal expenses incurred for 
appeals to Income-tax Authority are disallowed and cost 
and penalties incurred in proceedings instituted against 
for breach of any provision of law are disallowed. 

2. Damages paid by an assessee in the capacity as a 
trader. (Compensation payable for negligently Carrying 
on business is also allowable). 
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3. Remuneration paid to employees if such payment 
relates solely or exclusively to the business carried on by 
the assessee. 

4. Contribution to an Unrecognised Provident Fund 
provided the fund is constituted as irrevocable trust and 
no part of the employee’s contribution can be recovered 
by him. 

5. Any premium paid for— 

(a) Insurance against loss of profits resulting upon 
damage by fire •, 

(b) On the insurance on the life of the employee who 
personally influences the business and his death causes a 
loss of profit of the business. 

(c) Insurance against accident to the employees and 
the loss for the risk of liability under Workmen’s Compen¬ 
sation Act. 

6. Cost of production, transport and sale of goods and 
cost for taking any financial advice. 

7. Compensation : 

Compensation payable to the agent for loss of 
agency. Compensation paid for cancellation of a trading 
contract. 

8. Professional or commercial subscription paid by 
the assessee. 

9. Expenses incurred on the date of opening New 
Account ( Halkhata ) subject to a maximum of Rs. 200/- 

10. Brokerage for selling goods and procuring goods. 

11. Annual charge for. 

12. Amount spent for advertising if the expenditure 
are incurred in selling goods in the normal course of 
business. 

13. Entertainment expense at the following rates ; 
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In case of Company : 

1. On first Rs. 10,00,000 of the 
profits and gains of business 
(computed before making 
any allowance under section 
33 or in respect of enter¬ 
tainment expense ) 

'2l. On the next Rs. 40,00,000/- 
of the profits and gains of 
the business ( computed in 
the manner aforesaid ). 

3. On the next’Rs. 1,20.00,000/- 
of the profits and gains of 
the business ( computed in 
the manner aforesaid ). 

4. On the balance of the profits 
and gains of the business 
(computed in the manner as 
aforesaid) 


At the rate of 
l%or Rs. 5000/ 
whichever is 
higher. 


At the rate of 


lo/ 

]J/o. 


At the rate of 


Nil. 


In case of Building, Machinery, Plant, Furniture etc. 
partly used for business or not exclusively so used— 

Where a part of any premises is used as dwelling house 
by the asscssee, rent, rates, taxes, repairs and insurance for 
building shall be such amount as the I.T.O. may determine. 
In determining such amount regard must be had to 
proportionate annual value of the part used for the purpose 
of business or profession. 

Where any building, machinery, plant or furniture is 
not exclusively used for the purpose of business or profes¬ 
sion, deductions in respect of repairs, insurance or machi¬ 
nery, plant and furniture shall be restricted to the propor¬ 
tionate part thereof as the I.T.O. may determine. In this 
case also, regard must be had to the uses of such building, 
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machinery, plant or furniture for the purpose of business 
or profession. 

Managing Agency Commission : 

When the Managing Agency Con.mission is to be 
shared by the Managing Agent and a third party or 
parties such Agent and each such party shall be chargeable 
only on the share to which the Agent or tlie party is 
entitled, provided : 

(a) There is an agreement between them to that effect; 

(b; A declaration has been filv J showing the propor¬ 
tion in which such commission is shared between 
them. 

(c) I. T. O. is salistieJ on principle oi ne facts contai" 
ned in such declaration. 

Inadmissible Expenses : 

As per Section 40 oi the Act, the loilowing amounts: 
shall not be deducted in computing the income chargeable 

under the head ‘Profits and Gains oi Business or Pro- 
fessiom^ 

V-'fn case of any assessee ;— 

(1) Any interest chorgeable under tins Act which is 
payable outside India on which tax has been paid or 
deducted and in respect ot which tiiere is no person in 
India who may be treated as an agent. Interest on loan 
issued for public subscription before the first day ot April 
1938 will of course be allowed. 

(ii) Any sum paid on account of any rate or tax. 

(a) levied on the profits or gains of any business or 
profession ; 

(b) assessed at a proportion of any such profits or 
sains. 
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(c) assessed oR the basis of any such profits or gains. 

(iii) Any payment chargeable under the head ‘Salary' 
if it is payable outside India and tax has not been paid 
thereon or deducted therefrom. 

(iv) Any payment to a Provident or other Fund 
established for the benefit of the employees of tlie asscssee 
unless the assessee has made effective arrangement for 
deduction of taxes at sources from any payment made trom 
4.u^ -hargeable to tax under the head ‘Salary’ 


•^in case of firm : 

Any payment of interest, salary, bonus, commission or 
remun^;^^tion made by the firm to any partner of the iirm. 


vTn case of a Company l 

0 Any expenditure which results directly or 
indirectly in the provision of any remuneration or benefit 
or amenity to 

(a;- a Directo 

(b) a person who has substantial interest in the 
Company, 

(c) a leicttivK ut the Director or of such person. 

0 Any expenditure in respect of any asset of the 
company used by 

a Director, a person having substantial interest 
in the Company, 

a relative of the Director or of such person either 
wholly or partly for his own purpjose or benefit. 

© Any allowance in respect of any asset of the 
Company used by .“^uch person either wholly or partly for 
his own purpose or benefit. 


Example : When a car is provided by the Company 
to a Director, any expense on account of such car will not 
be allowed as deduction, and any car allowance to a 
Director will not also be allowed provided in the two 
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cases, the car is wholly or partly used for his own purpose. 
When in the opinion of the I.T.O. any such of the above 
expenditure or allowance on account of asset becomes ex¬ 
cessive or unreasonable in comparison with the legitimate 
business-needs of the Company and the benefit derived by 
or accruing to the Company therefrom, such expenditure 
or allowance will not be allowed. 

(iv) Any expenditure by way of provision directly or 
Indirectly of any remuneration or benefit or amenity to an 
employee who is a citizen of India to the extent such 
expenditure exceeds Rs. 5000/“per month for any period 
of his employment after 28.2.63. 

In compuring the aforesaid expenditure, payment by 
way of gratuity or any sum comprises in the transferred 
balance of an employee participating in a Recognised 
Provident Fund or the amount of compensation as per sub- 
Section 3 of Section 17, shall not be taken into account. 

(v) Anyexpenditure after 29.2.64 which results directly 
or indirectly in the provision of any remuneration, benefit 
or amenity to an employee in excess of 20% of his salary. 
In computing such salary, dearness allowance may be 
included if the terms of employment so provides, but 
will not include any other allowances or perquisites. Such 
expenditure shall not, of course, include payment made by 
the company to a Recognised Provident Fund or Approved 
Surperannuation Fund or Approved Gratuity Fund. 

case of Banking Company :— 

The amount which has been allowed as dcduciion 
in computing its income chargeable to income tax under 
the head •, “Interest on Security” in addition to the 
above expenses which are expressly disallowed as per 
Section 40, the following expenditure are not also allowed 
as deduction in computing the income from business or 
profession. 
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^^rawings by partner or by proprietor ; 

Private or personal expenses of the proprietor or 
partner; 

Capital expenditure ( depreciation allowance is 
however allowable in respect of such capital expenditure. ) 
-{d) Reserve for bad debt ; 

Reserve for taxation ; 

Any other reserve except special reserve by an 

approved financial institution j 

Expenditure in the nature of Charity or gift ; 

Income-tax, super-tax and other tax on income, 
sale tax is allowable i 

Si) , Past losses charged to Profit & Loss A/c. 

Excessive depreciation to the extent of such 

excess 

\JM) Any other expenditure incurred wholly or exclu¬ 
sively for the purpose ot the business or profession \ 

'"(1) annual rental value of the premises owned or 
occupied for business. 

SPECIAL POINTS REGARDING PROFITS FROM 
BUSINESS OR PROFESSION ; 

1. The Business or Profession from which profits arise 
must be carried on by the assessee himself or by any other 
person under his authority. He must have the right to 
carry on the business or profession directly, the profits of 
which are to be taxed. 

2. In case of speculative business, losses of any specul¬ 
ative business can only be set off against similar specula¬ 
tive profit- 

3. When an assessee has several businesses, tax is 
to be levied on the aggregate of the profits of all businesses 
and professions. Therefore, the loss in one business may 
be set off against the profit in other business. 
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4. The business or profession may either be carried on 
throughout the previous year or for any portion of the 
year, in both cases, profits of business are to be charged. 
The profits would be taxable though such profits are 
collected in a year after the closure of the business or 
profession because profits have accrued during the time, 
the business or profession was being carried on, and not 
after it^ closure. 

5. After winding up of the business or profession, the 
profits that may arise by realising the assets are not taxable 
because no business is being carried on in that case. 
But if the winding up procedure of a business involves the 
carrying of a trade then the profit arising in course of 
such trade shall be taxable. But if the concern has stock- 
in-trade at the time of its winding up, any profit that 
may arise from the sale of the stock-in-trade will be 
taxable. 

6 But w!'. ri the entire businejs is sold including 
srock-iri-trade lOr a single unappo'tioned consideration, 
tax cannot be levied from the pioiit raaJe f.-om such a 
sile ' ecause profit on sale of SJiv.,k-in-trr;c.lc cannot bo 
apportioned in that case. 

7. It is not only the legal ovvfier.ship but rdso the 
beneficial ownership of the business, which is to ho counted 
in levying tax on the profits of business. 

3. Tax cannot be levied on tlie beneficial piofit or 
the prospective profit of the business. Again the tax 
authority is not concerned with the losses which may 
accrue in future. 

9. In case, an isolated deal becomes an adventure in 
the nature of trade, the expenditure incurred in connection 
with that transaction during the years prior to the year 
of account can be allowed as deduction from the profit of 
of that deal. 
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10. When any allowance or deduction has been 
granted in respect V)f any loss or expenditure or trading 
liability in any past assessment and the assessee subsequen¬ 
tly has obtained some benefit either in cash or in any 
other manner in respect of that losses, the vdue or benefit 
accruing to him shall be considered as the profit in the 
year of receipt or accrual. 

11. When any building, plant and machinery or furni¬ 
ture is sold or discarded or destroyed and the money 
receivable in rcsnect of those assets plus the amount of 
scrap value oxc^^eds the written down value of the asset so 
much of the excess as it does not exceed depreciation 
allowed, is chargeable a? income of the business of the 
year in which t!i- money becomes due, such an amount is 
termed as Balancing Charge. 

12. r nnv Ivul d:bti? recovered and if the sum 


is greater tnai^ t; ■ t a" eilowed by the lax Authority, such 
cxce«:s portmm o- rhn 'ebt r-aliscd shall be treated as 


income o ' tr..■ yi'ar in v/ ich ii Is r'-'covered. 



V nr ;et which lias been acquired as a 
:e c uutal nature on sciertific research 


IS sold subse.;’!' or'y rcitht'ut being used and tb.e sale 
proceeds tosJ.clmr vbi' rlie total d diictior? in respect 
thereof under sectic>n IV", exceeds the amount of capital 
expenditure, such or the total deduction so made 

( whichev. r is less ) is to be treated as income of the 


hu'dness in 


V'?r 


in which the asset is sold. 


C=^=«11 ^^3 1 ( Profits and 

gains of Business or Profession ) %—* 

c^*ri s— 

^ 1 c’l^n 
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^ \ c^mrsft ^ *l%t^5ri 

m<\ to ^r^si 

f^>rrc^ ^ I 

'»i c^^ ^ c*m fTO^ (R^ ^ 

*lfi|M ^c*f^ f^i? ^ftc^ I 

s I c^*n ^ ^raiw 

^f^sn *tt«7n ^ ^'Q i 

«1 ^'RiTR ^ <rrmtf|^ t. 

^srf^^—>f^cf .5 i^r i£i^ I ^7^ 

•ff^IbWl CTO ^7f^^ C^B^TO TOC^<3 v£)|^i^ 

'stf«?i^rf ^T| ^Ti; I 

'««I TO^if^N eft^irrcflra 

^?ri ^ I 

w:^ m^n to c^ ^35 ^\w 

'^T^1 ‘S^Ff G ;— 

i I ^-psTTOI, ^T#r ^1 TOr^7l, ''G TOi '<1^ > 

^ I ^’frf^ '€ <R^37'® ^‘<6 ’« f75/l «(W I 

i I TO, wrf^ 9 ^C3r? \^iPi 

TO^ '2iRf^¥ ^7IT^ I 

8 1 W ^m^ TO ( Development 

Rebate ) 

4 I n«|35{T?.*f -<771 I 

^ I fTO^t '^VA\ i—'Al^ TO TO'Nkir^ ^ ^fro 
'9 C^RPI, ■At^ ^51TO? ^S{C3[TR^ t2rf®C^‘^ TO, <SJt^!^ 

TO A^ ^f^i^iiTO ^Tc^ fifctni TO 1 ^7^^la TO^ 

^ -SrR^ TOt’H TO^ll 

fror^ I 

•i I ^7^TO^ TOf^TOR ^7^^'® ’8lN*f I 
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v£) ^'Q 5rr«m*i 

srr«(N*r« '^mi ^tf c?'Q^ m :— 

(’f) >rr«mr'i \ 

{<$>) €ff%C^>JS WtZ'Q <s,'CffI ^“^»t ( irre¬ 
vocable trust ) I 

(^) flTRTir fert^irr^ i 

(^) i 

^T^ri, TO *rT^T4, m5 f^f?g ^ 

^T^lT<!W-.i '<<<5 ^'vsTTf‘t I 

=lTtC^ «fCfr^I C^T^ ^ff '9 

^lc^ *^11 >iT«fr^^i ^=i c'sp:35 

03f' {»(^'<*( i?-;C^r'^] I 

^'^'1 ^■'51 ^2fctf![ ^Ti <3 .£i^‘ ^Tf^TOi 

«lTl>iM ^1 1 

c^t*^r^^w3i—^rRc^m ^ft5T<^¥ c^T'^TirTc^ 

^T^-<] ^T1 

1^ ^TT'Q SfT^ 

'^H ^^''8 ®T'®^ I — 

^ I cx ^ «rr^ c^it ^ftfT^l 

Tl '«rar cm ^ifm^ 

1 


10 
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^ I V<i^t3i SIT'O 

Clf'Q^ 5plC< I 

'S 1 ^T^>inf ’4Tf%C«i 51^^ 

‘^«l Wl 5t^C^ I 

’rm sri 1 

41 ^rt^>ii ^c?f 

■^=1^ ^ ^11 ^li[«i fl^ ■<^T1, 

^ff ^i?;l7:^F 5f^^?T%o t%^ 

911 iit ^ I 

^ 1 ^r« ^1 ’5?% ^iHfcf c^r^r 

f^^nr ^fiiz nrcij ^?1 1 

! ^AU ^1 ^T?f ^1? c^rr^ 

’fr5^f% ’trc^ A\r^ ?i ?tit 

5it*f ( deduction ) 

-^511 I 

^ I ^ '^\^m to T^m 

‘Balancing Charge’ I f^>IR?B f^C5 ^^IS 

I 

( \ni)—{ ^fe's ?r>i2rr?f >!’?rf% )= 

T^wa c^t^ I >1"^^ ^7\ <t^? 

c5fT^ c^ nfifm'i ^t*r cf^^l ii5t^r^ (*T^tf^^) 

C*Tt ’tfil^T'l “Balancing Charge” ^ i 

^fftc'l^r c^tiT ’tf'Qsn ( Bad debt ) 

^ipA I 
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i'o 1 ^^ ^ 9tC^«t1ir 

^ srl ^^1 cjf's^ ifi^ 

fw c^ ^ ^ '«t?d wrrfr ^ ^ 

I 

O. 62. The Profit and Loss A/c of Dey Brothers & Co. 
for the year ended 31st March 1965 is given below. 
Compute the assessable income from business and total 
income. 


Profit and Loss A/c 

To Salaries and w-ages 5800 By gross profit 23200 
„ Bad debt 1400 „ Discount 350 

„ Reserve for Bad debt 2500 Interest on Debenture 

„ Trade Expenses 4200 1200 

„ Audit fees 800 ,, Profit on sale of Govt. 

„ Income Tax 2300 Securities 2500 

Fire Insurance Premium 750 

„ Loss on Sale of Share 500 

„ Loss on Sale of car 1500 

Interest on Loan 600 

Interest on Capital 800 

Donation to Ram- 
krishna Mission 1000 

Depreciation on 

(i) Furniture 300 

(ii) Building 1500 

Net profit 3300 

27250 ~2'7250‘ 


The facts are also given. 

(i) The car was used both for office and personal 
purposes. 

m I 
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t 


(ii) Admissible depreciation in respect of building and 
furniture amounted to Rs 1200 and Rs 250 respectively. 

Ans. 

Rs. 

Profit as per P & L A/c. 3300 

Add Inadmissible expenses 


Reserve for Bad debt 

2500 



Income Tax 

2300 



Loss on Sale of Share 

500 



50?o on loss of sale of Car 

750 



r- J 1800 

Excess depreciation : 




350 



Interest on Capital 

800 



Donation to Rarakrislina 

1000 



Mission, 



8200 



Total 

11,500 

Less Interest on Securities 

1200 


Profit on sale of Securities. 

2500 





3,700 

income trom bu.- 

ines> 


7,600 

Add income from interest 

on Securities 

1,200 

Total income. 



9,000 


Note :— 

Profit on sale of securities, being in the nanire of iDiig 
term capital gain, is not taxable as the amount of gain is 
below Rs. 5000. 

Q. 63. The following is the Profit and Loss A/c of 
a merchant for the year ended 31st December 1964, 
Compute the assessable income from the business and 
total income. 
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Profit and Loss A/c 


To Staff Salaries 6500 

Interest on Bank Loans 700 
Interest on Capital 500 

Reserve for Bad debt 650 

Bad debt 1200 

Audit fees 700 

Income Tax 1500 

Legal Charges 350 

General Expenses 2500 
Donation to a College 700 
Office Rent 2400 

Net Profit 16800 


By Gross Profit 31200 
,, Interest on 
Debentures 
of a Company 1500 
„ Bad debt 
Recovered 700 
,, Profit on sale 
of Securities 1100 


Rs. 34,500 


Rs. 34500 


The following information is also supplied. 

(i) Rs. 600, being the amount of employer’s contribu¬ 
tion to an unrecognised Provident Fund is included in the 
item of Staff salaries. 


(ii) Rent for business office is the rent for the house 
owned by the proprietor of the business. 

(iii) Amount admissible as depreciation according to 
the Act is Rs. 2100. 


(iv) General Expenses includes Rs. 150 being expenses 


for personal purpose. 



Ans. 

Rs. 

Rs. 

Profit as per Profit and Loss A/c. 

16800 

Add expenses inadmissible. 
Interest on Capital. 

500 


Reserve for Bad debt. 

650 


Income Tax. 

1500 


Donation to a college. 

700 


Office rent. 

2400 



( being rent payable to the proprietor of the business) 
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Contribution to 

Unrecognised P. F. 600 
Personal Expenses. 150 

6500 

23300 

less Depreciation allowed 2100 

21200 


Less income under different heads :— 

Interest on Debenture 1500 

Profit on sale of Securities. 1100 


Income from Business. 

Total income :— 
Business income. 

Interest on Securities 

Less Annuity Deposit 
Reduced total income. 


2600 

18600 


Rs. 

18600 

15C0 


20100 
1050 
Rs. 19050 


Notes : 

Profit on sale of securities has been taken to be 
long term capital gain. As the amount of such gain is 
below Rs 5000, so it will not be taxable. 

Annuity deposit is calculated in this case at 5% on so 
much of the income as does not exceed Rs. 20,000 and 
50% of the amount by which the total income exceeds 
Rs. 20,000 (7i% on the whole amount is greater than this 
value). 

Q. 64. The following is the Profit and Loss Account 
of M. Basak & Co. for the year ended 31st December 
1964. 
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Profit and Loss A/c 

Rs. Rs. 

To Salaries 5,000 By Gross profit 30,700 

„ Bad debt 800 „ Commission Reed. 800 

„ Reserve for Bad debts 1000 „ Bad debt Recovered 400 
„ Trade Expenses 3500 

,, Interest on Capital 1600 
,, Interest on Loan 800 

„ Advertisements 1800 

„ Donation to an Assn. 500 
Audit fees 600 

„ Fire Insurance premium 800 
„ Depreciation on 

Furniture 600 
„ Net profit Transferred 

to Capital A/c 14900 

Rs. 31900 Rs. 31900 

Compute the total assessable income from the business. 

Ans. Rs. 

Profit as per profit and Loss A/c 

Add inadmissible expenses 

Donation to an Association 500 

Reserve for Bad debts 1000 

Interest on Capital 1600 

Total income from business 

Less Total Annuity deposit @ 5% 

Reduced Total income 

Q. 65. The following is the Profit and Loss A/c of 
M/s A. Mukherjee & Co. for the year ended 31st March 
1965. Compute the total income. 


Rs. 

14900 


3100 
18000 
__ 900 

Rs. 17100 
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Profit and Loss A/c 


To Salaries & Wages 

12000 

By Gross Profit 38475 

„ Rent, Rates etc. 

1400 

Discount Reed. 525 

„vHousehold Expenses 

2500 

Commission 

Income Tax 

1000 

Received 1000 

„ Advertisements 

900 


„ Postage & Telegrams 

800 


^'-'tjrifts and Presents 

1000 


Fire Insurance 



Premium 

800 


„'-^Life Insurance 



Premium 

1200 


Provision for Bad 



and Doubtful Debts 

1000 


„ Interest on Capital 

500 


„ Audit fees 

600 


„ Net profit transferred 



to Capital A/c 

16300 


Rs. 

40000 

Rs. 40000 


( Question prepared according to Question in M. Com, 
A. U. 1957 ) 


Ans. 

Profit as per Profit and Loss A/c 16300 

Add Inadmissible expenses 


Household Expenses 2500 

Income Tax 1000 

Gifts and Presents 1000 

Provision for bad debt 1000 

Interest on Capital 500 


Life Insurance premium 1200 7200 

23500 
Rs. 

2350000 
176500 
Rs. 21735 00 


Total income 

Less Annuity deposit 0^ 71% 
Reduced total income 
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Notes : 

The amount of annuity deposit is calculated to the 
nearest multiple of Rs. 5. In this case Rs. 1762*50 is taken 
as Rs. 1765. 

Q. 66. Sri S. S. Bhattacharya, a businessman, prepared 
the following Profit and Loss Account for his book-Selling 
business for the year ended 31st December, 1964. Com¬ 
pute the total income from business. 

Profit and Loss Account for the year ended 31st 


December 1964. 

Rs. 

Rs. 

To Rent 

2000 By Gross Profit 

42250 

Wages & Salaries 

6500 ,.CommissionReceived2750 

,, Advertisement 

3200 


„ Fire Insurance Premium 

800 


„ Life Insurance Premium 

360 


„ Bad debt 

250 


„ Resc*'ve for Bad debt 

890 


„ Interest on Bank O/D 

210 


,VTnterest on Capital 

340 


„ Charities & Donation 

550 


„ Audit fees 

800 


„ Postage and Telegrames 

150 


„ Income Tax 

2350 


„ Net profit 

26600 


Rs. 

45000 

Rs. 45000 


(i) Advertisement includes an expense amounting to 
Rs. i^O for the construction of a Sign Board. 

(ii) Depreciation of furniture admissible amounted to 

RsJfiSO. 
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Ans. 



Rs. 

Profit as per Profit and Loss Account 


26600 

Add Expenses inadmissible 

— 



Advertisement ( cost of 

Rs. 



sign board ) 

600 



Life Insurance premium 

360 



Reserve for Bad debt. 

890 



Interest on Capital. 

340 



Charities & Donation, 

550 



Income Tax. 

2350 






5090 



Rs. 

31690 

Less depreciation allowance. 



1690 

Total income from business. 



30000 

Less Annuity deposit @ 



2250 

Tnfal Rpfiiirpd a^spssnhlp income. 


27750 

Q. 67. The following is the profit and loss Account 

of Midco Ltd. for the year ended 

31st March, 

1965. 

Compute total assessable income. 



Profit and loss Account for the year ended 31st 

march. 

1965. 




To Sundry office Expenses 

420CO By gross profit 235COO 

„ Travelling Expenses 

7200 ,, 

Discount 


„ Carriage outward 

5300 

received 

3000 

„ Advertisement. 

22750 „ 

Bad debt 


,, Rent and Local taxes 

1300 

recovered 

2000 

,, Penalty 

1000 „ 

Miscellaneous 

,, Legal Charges 

1200 

receipts. 

1000 

,, Workmen’s Accident 




Insurance 

2100 



„ Postage & Telegrams 

450 



„ Repairs and Renewals 

700 



.. Director’s fees 

6200 
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To Auditor’s fees 1500 

Income Tax 12300 

y. Fire Insurance Premium 1200 

„ Telephone charges 400 

„ Interest on Bank Loan 750 

,, Bad debt 1750 

„ Installation Expenses of 
a new plant. 2500 

„ Depreciation— 
on Machinery 1800 
on Furniture 200 
on Buildings 2200 


4200 

,, Net profit 125200 

”“^1000 _ 2 ^ 0 W 

Notes :— 

(i) Legal charges were incurred for defending a penalty 
charged against the company for breach of a Factory rule. 

(ii) Depreciation admissible under the Act were as 
follows :—on Buildings Rs. 1500 

on Furniture 150 

on Machinery 1200 


Ans. 

Profit as per profit and Loss Account 
Add Expenses inadmissible 
Penalty 1000 

Legal Charges 12C0 
Income Tax 12300 
Installation Exp. 
of a new plant 2500 
Excess deprecia¬ 
tion claimd 1350 

Total income from business. 


Rs. 

125200 


18350 

143550 
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Q. 68. The following is the Income and Expenditure 
A/c of Sri D. Chatterjee an advocate, for the year ended 
Slst March 1965. Compute the assessable income of Sr 
Chatterjee. 


Income and Expenditure A/c 


Chamber Expenses 

10500 

Charity 

400 

Household Expenses 

7500 

Loss on Sale of 


Debentures 

3200 

Income Tax 

1200 

Net income 

13350 


36150 

Ans. 

Income from profession :— 


By Legal Fees 30050 
,, Income from 

Prize Bond 1000 

„ Dividend on 
Shares (Grossed up) 875 
„ Interest on 

Securities 1425 
,, Director’s fees 400 
„ Interest on Deposit 
in Postal Savings 

Bank 360 
,, Interest from Bank 550 
,, Presents from clients 500 
„ Interest on Tax free 
Govt* Securities 1000 
Total 36150 

Rs. 

30050 
10500 


Legal Fees as per above A/c 
Less Chamber Expenses 

Net income from profession 19550 

Income from other Sources :— 


(i) Income from dividend S75 

(ii) Director’s fees 400 

(iii) Interest from Bank 550 


1825 
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Income from securities S— 

(i) Interest on Securities 1425 

(ii) Int. on Tax free Govt. 

Securities 1000 
2425 

Total income Rs. 

Income from profession 19550 

„ „ Ini. on Securities 2425 

.. „ other Sources 1825 

23800 

Less Annuity Deposit @ 7^% 1785 

Reduced total income 22015 


Notes, (i) Rebate will be allowed on Interest on Tax- 
free Govt. Securities at an average rate. 

(2) Income from prize bond, Interest from Postal 
Saving Panic and Prcicnts from client will not be included 
in his income. 

Q. 69. The followMiig is the Profit and Loss A/c of 
W./s X. Co. Ltd., for the year ended 31st March, 1961:— 

Profit and Loss Account for the year ended 31st. 


March. 1965, 


Rs. 

Rs. 

To Salaries 

10200 

By Gross profit. 12500G 

Printing & Stationery 

3000 

„ Premium on Issue 

,, Rent 

2200 

of Debenture 15000 

„ Office Expenses 

1500 


„ Motor car Expenses 

1400 


Reserve for doubtful 

debts 

2000 


„ Director’s fees 

3000 


,, Auditor’s fees 

1000 


Fines & Penalties 

500 
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“V^Legal charges 1200 

,, Intere&t on Loans 3000 

Under writing 

Commission 2000 

V'^Cost of of 

Debentures 2500 

Donation to Bihar Flood 
Relief Fund 5000 


„ Workmen’s Compensation 
and Accident Insurance 700 
,, Loss by embezzlement 10000 
„ Compensation to Mg 
Agents for termination 
of their services 25000 

,, Managing Agents’ 

Commission for 8 months 8000 
,, Net profit (subject to 
depreciation and income 
Tax) 57800 

140000 140000 

Find out the total income of the company and tax 
payable after taking into consideration the following i — 

(a) Depreciation on furniture and fixtures ( written 
down value Rs. 12000 ) 

(b) Services of Mg. Agents are terminated from 30th, 
November, 1960 in the interest of the Company, 

(c) Legal Charges were incurredto defend proceedings 
for the levy of penalty. 

(d) Assume Income-tax rate @ 20% and corporation 
Tax rate at 25%. 


[ C. U. M. Com. 1961 ] 



PROFITS AND GAINS GF BUSINESS OB PROFESSION 159 


Ans. 

Profit as per Profit and Loss Account 
Add inadmissible expenses :— 


Reserve for doubtful debt. 2000 

Fines & Penalties 500 

Legal Charges 1200 

Under writing Commission 2000 

(Capital expenditure ) 

Cost of Issue of Debenture 2500 

( Capital expenditure ) 

Donation to Bihar Flood 
Relief Fund 5000 


Less depreciation on furniture & fixture 
at prescribed rate (i.e., 10?o) 

Less Premium on Issue of Debentures 

Total assessable Income 

Tax Payable :— 

I. T. on Rs. 54,800 20% 10960 

Less Rebate m Rs. 5000 _ 

(Donation to B. Relief Fund) 

Corpn. Tax on the above 25% 

Total Rs, 


Rs. 

57.800 


13200 

71000 

1200 

69800 

15C00 

54800 


9,960 

13,700 

23,660 
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DEPRECIATION AND DEVELOPMENT REBATE 

Q. 70. Define the term * Depreciation’ 

Ans. It is not defined in the Income Tax Act. It 
means diminution in the value of asset by reason of wear 
and tear through its use in the process of production. It 
is an item of revenue expenditure. To ascertain the exact 
profit of any concern, all revenue expenditure must be 
charged against income of the concern. Therefore, an 
allowance for depreciation is granted in respect of capita! 
assets under the Income Tax Act. 

Q. 71. Who is entitled to such Depreciation ? 

Ads. (Ij It is the owner of capital asser who is 
entitled to such depreciation allowance provided he 
carries on business or protession and rhe asset is u.sed in 
the business or profv:;ssion ; 

A lessee is not entitled to claim such allowance fot 
depreciation on tlie lease of building, machinery, plaiiL, 
furniture etc., because he is not the owner of the as.ser 
although he may carry on business and the assets arc used 
in the business. 

(2; A person who has obtained an asset on hire 
purchase agreement cannot also claim such allowancv, tot 
depreciation because of the absence of full title to such 
asset. 

Q. 72. What is Partial Depreciation ? 

Ans. Sometimes certain assets are partly used for 
business and partly for private purpose. In such cases a 
fair proportionate amount of depreciation shall be allowed 
in respect of the assets partly used for the business. 
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Certain assets are not sometimes used in the business 
throughout the S'ear. In such cases, depreciation is to be 
allowed as follows : 

(a) If the asset has been used for 183 days or more 
in the previous year, depreciation is to be charged for the 
full year. 

(b) If the asset has been used during the previous year 
for more than 30 days but less than 180 days, halt of such 

depreciation allowance is to be charged. 

(c) it the asset has been used during the previous year 
for less than 30 days, no depreciation allowance is to be 
charged. 

In case ot industry where the production is seasonal, 
full depreciation is to be charged if the asset is used 
during all the working season ot the previous year. 
Piioi CL' the Assessiuent year b2-63, allowance tor d.;pre- 
ciation was made proportionate to the number of coiuplete 
monttis tor which tuc assets have been in use. 

Conditions for the Grant of Depreciation I 

Depivciatiori allowance can bo claimed in respect of 
building, machinery, plant and furniture if the lollowing 
conditions are fulfilled. 

U) The prescribed particulars regarding the assets 
must be tarnished with the I.T.O. 

(ii) The aggregate of all deductions in respect of 
depreciation made under Section 32 or under any former 
Income Tax Act must not exceed the actual cost to the 
assessee of the building, machinery, plant and furniture, as 
the case may be. 

In case of issets transferred by a Holding Company to 
its wholly owned Indian Subsidiary Company, account 
shall have to be taken of all deductions allowed in respect 
of such assets in the possession of the Holding Company 
11 
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to determine the aggregate of all deductions in respect of 
depreciation. 

uii) Depreciation allowance is not granted in respect 
of building, machinery, plant or furniture for that previ¬ 
ous year in which the assets are sold, discarded, 
demolished or destroyed. As per Section 40 of the Act, 
when an asset is used by a Director or a person having 
substantial interest in the company or by the relative of 
a Director or of such person wholly or partly for his own 
benefit, allowance for depreciation will be granted only 
to the extent upio which it is not considered excessive 
and unreasonable in the opinion of tlie LT.O. having due 
regard to the legitimate business need? of the company. 

Types of Depreciation • 

,1} Normal Depreciation ; 

[2; Extra Shift Depreciation } 

Terminal Depreciation ; and 
(i) Initial Depreciation. 

1. Normal Depreciation : 

Ordinarily depreciation is allowed on building, plant, 
machinery and furniture at the prescribed rates on the 
written-down value of the asset and in case of ocean¬ 
going ship depreciation is allowed with reference to the 
actual cost and not to the written-down value. The 
written down value of the asset is, of course, calculated 
with reference to the actual cost. In case of ship plying 
on in-land water depreciation is allowed on the written- 
down value. 

(2) Extra Shift Depreciation : 

As per Income Tax Rules 62, the normal number of 
working days in a year is taken as 300. A factory may 
work double or triple shifts. The wear and tear of the 
asset for this double or triple shift working will be surely 
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greater than single shift working. Naturally extra shift 
allowance at the rate of 50% of the normal rate is granted 
for the extra shift. Allowance for this extra shift for 
the number of days worked is generally calculated with 
reference to the normal working days ( i. e., 300 days ) 

Example : A factory has worked throughout the year 
for single shift and 200 days for double shift. Then the 
depreciation allowance will be as follows ; 

Normal Depreciation +50% of Igg of the normal 
depreciation allowance. 

(3) Terminal Depreciation : 

If any building, plant, machinery or furniture is sold, 
discarded or demolished in the previous year ( other than 
the previous year in which it is first brought into use ) 
the amount by which the moneys payable in respect of such 
asset together with the amount of scrap value, if any, falls 
short of the written-down value thereof, is allowed as 
terminal depreciation provided that such deficiency is 
actually written off in the books of the assessee. 

Explanation—For the purpose of this clause 

(1) ‘Moneys payable’ in respect of any building, machi¬ 
nery, plant or furniture includes, 

(a) any insurance, salvage or compensation moneys 
payable in respect thereof ; 

(b) where the building, machinery, plant or furniture 
is sold, the price for which it is sold ; 

(c) ‘sold’ includes a transfer by way of exchange or a 
compulsory acquisition under any law for the time being 
in force. 

Example—Taking ‘A’ for the written-down value and 
‘b’ for the money payable in respect of asset sold, discar¬ 
ded etc. and ‘C* for the scrap value of the asset, we 
may find out Terminal Depreciation as follows— 

Terminal Depreciation^ A-( B+C). 
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Initial Depreciation : 

As per Section 32 (^1) (iv)of the Act, Initial Depreciation 
is granted in respect of certain buildings. The conditions 
for the grant of Initial Depreciation are as follows— 

(1) The building has been newly erected after 31.3.61. 

and (2) The building must be solely used for the 
purpose of residence of the persons employed in the busi¬ 
ness and drawing a monthly remuneration not exceeding 
Rs 200/-. 

01 

The building is used solely tor the welfare of such 
person as hostel, creche, school canteen, library, recrea¬ 
tional centre, shelter, rest-room or lunch*room etc. 

li these conditions are fuliilled, 20/o of the actual cost 
ot the building to the assessee in respect of the previous 
year of erection of the building is allowed as initial depre¬ 
ciation. But this amount should not be deducted in 
determining the wrirten-down value for the purpose of 
ordinary depreciation. 

Balancing charge : 

As per Section 41 (2) oi the Act, where any building, 
machinery, plant ur turiiiture wmch is owned by the 
assessee and which was or has been used tor the purpose 
ot business or protession, is sold, discarded, demolished or 
destroyed, and the money payable in respect of such 
building, machinery, plant or furniture, as the case may 
be, together with the amount of scrap value, if any, 
exceeds the written down value so much of the excess as 
is equal to the amount ot total depreciation allowed 
including initial depreciation in respect of building, shall 
be chargeable to income-tax as income from business or 
profession of the previous year in which the money pay¬ 
able for those assets become due. 
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When the money which is payable in respect of these 
assets together with the amount of scrap value exceeds the 
actual cost of the assets, such excess over the actual cost 
will be termed as ’Capital Gain*. 

Suppose— 

A = actual cost of the asset 
B —total depreciation allowed 

(A —B) = C = written down value 

Let D -money payable in respect of asset sold, dis¬ 
carded, demolished or destroyed. 

Then D — C = E = Balancing charge + Capital gain. The 
portion of E upto the amount which is equal to B is 
called Balancing Charge, and the rest will be Capital Gain. 
Capital Gain will arise only when D exceeds A. 

The provision of Section 4l(2) will apply in case of 
re-organisation of business when a firm is converted into 
a Private limited Companv and the partners become the 
share-holders in the company holding shares in the same 
proportion in the Company. The transfer of asset from 
the firm to the company will not be regarded as sale and 
the difference that may arise from such transfer of asset 
at a higher value than its book value, will not be charged 
to income-tax. 

Q. 73. What is Un-absorbed Depreciation : 

Ans. As per Section 32 (2) of the Act, where in the 
assessment of the assessec on account of insufficiency or 
absence of chargeable profit of any business or profession, 
the full effect of depreciation allowance cannot be given, 
the balance of such depreciation allowance to which the 
effect has not been given is termed as ‘Unabsorbed 
Depreciation’. Depreciation allovvance means here 
initial depreciation, normal depreciation and extra shift 
depreciation. 
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The balance of terminal depreciation which cannot be 
charged is not included in the unabsorbed depreciation, 
but it is to be allowed as a loss for the year. 

Set-off and Carry forward of Unabsorbed depreciation '• 

In the case of absence or insufficiency of chargeable 
profit if full depreciation allowance cannot be given effect 
to in any year, the un-absorbed portion of the deprecia¬ 
tion can be set-off against the chargeable profit of any 
otner business oi the assessee or against the chargeable 
income under any other head for that year ; it there still 
remains any un-absorbed depreciacion it may be carried 
forward to the subsequent year and set off against the 
succeeding year’s chargeable profit. The un-absorbed 
portion of the depreciation which is carried forward from 
any previous year is to be treated equally with the current 
year’s depreciation allowance. It is to be noted here that 
the un-absorbed depreciation of a business which has been 
discontinued, cannot be set-off against the profit of an 
existing business. If the business is sold or transferred to 
any other person, the un-absorbed depreciation of the 
transteror cannot be arisen to the transferee. 

Un-absorbed depreciation can be carried forward 
without any time limit, but a business loss can be carried 
forward only for 8 years. Therefore, where there is an 
un-absorbed depreciation as well as business loss carried 
forward from any previous year, business loss ranks first 
between the two in respect of setting oft' against the 
chargeable profit. 

Actual Cost 

Actual cost is important for the purpose of deprecia¬ 
tion because 

(i) depreciation is allowed in respect of ocean-going 
•sbiD with reference to the actual cost; 
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(ii) Written-down value of the asset also is calculated 
with reference to the actual cost; 

(iii) the aggregate of all depreciation allowances must 
not exceed the actual cost of the asset. The actual cost of 
an asset is the total outlay for the acquisition of the asset. 

Section 43 (1) provides that actual cost means actual 
cost of an asset to the assesee ac reduced by that portion of 
the cost thereon, if any, as has been made directly or 
indirectly by any other person or authoity. 

Explanation : 

Where an asset is used in the business after it ceases 
to be used for scientific research related to that business, 
the actual cost thereof shall be the actual cost of the asset 
to the asscssee as reduced by the amount of any deduction 
allowed under Section 35 or under any provision of 
former Act. 

Where an asset is acquired by an assessee by way of 
gift or inheritence, the actual cost of the asset to the 
assessee shall be the written-down value thereof as in the 
case of previous owner or its market value thereof on the 
date of such acquisition, whichever is low^er. 

Where before the date of acquisition by the assessee 
the assets w'cre used by any other person for the purpose 
of business and the I.T.O is satisfied that the main purpose 
of the transfer of asset to the assessee w'as to reduce the 
liability to Income-tax by claiming higher depreciation 
allowance with reference to higher actual cost, the actual 
cost to the assessee in such cases shall be the amount 
as the I.T O may determine having due regard to the 
circumstances of the case. The I.T.O, of course, must take 
previous approval of the Inspecting Assistant Commi¬ 
ssioner in this case. 

When the assessee re-acquires any asset which origi¬ 
nally belonged to him and subsequently transferred, the 
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actual cost of the asset to the assessec shall be the lower 
of the following two amounts. 

(i) actual cost to him when it is first acquired minus 
the amount of all depreciations so far allowed to him 
(including terminal depreciation or deducting balancing 
charge ) 

(ii) the actual price for which the asset is re-acquired 
by him. 

Where a building which was previously the property 
of the assessec is brought into use for the purpose of 
business or profession after 28-2-46, the actual cost to the 
assessee shall be the actual cost of the building minus an 
amount equal to the total depreciation. Such depreciation 
is to be calculated at the rate in force on the date of intro¬ 
duction of the building to the business for all the years 
upto the date of intrcduction from the date of acquisition. 

Where any capital asset is transferred by a holding 
Company to its wholly owned Indian Subsidiary Company, 
the actual cost of the transferred capi<-al asset to the 
subsidiary company shall be taken to be the same as 
it would have been if the parent company had continued 
to hold the capital asset for the nurpose of the business. 

“Written down Value” means— 

(a) in thi: case of assets acquired in the previous year 
the ac'iual cost to the as.essce 

(b) in the case of assets acquired before the previous 
year, the actual cost to the assessee less all depreciation 
actually allowed to him under any former Act. 

Explanation.— 

1. When in a case of succession in business or profe¬ 
ssion, j.n assessment is made on the successor under Section 
170(2) the written down value of any asset shall be amount 
which would have been taken as its written down value 
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if the assessment had been made directly on the person 
succeeded to. 

2. When any capital asset is transferred by a company 
to its wholly owned subsidiary company, then the written 
down value of the transferred capital asset to the subsidary 
Company shall be taken to be the same as it would have 
been if the parent company had continued to hold the 
capital asset for the purpose of its business, 

3. Any allowance in respect of un-absorbed deprecia¬ 
tion carried forward shall be deemed to be depreciation 
actually allowed. 

4. For the purpose of calculating: the normal depri- 
ciation the amount of initial depreciation shall not be 
deducted in computin?: the written down value of the 
assets. For the purpose of calculating terminal depreciation 
O'" balancing charge th? ainouiir of initial depreciation 
shall be deducted in conoutin.: w'^irven io.vn value of 
the assets. 


Development Rebate. 

^4. Explain—‘Development Rebate. 

[ C. IL M. Com. I960, 2963 ] 

Acs. 

As per Section 33 a rebafe known as developinent 
rebate in the nature of an admissible c>:pensc is allowed to 
an assessee in respect of a new ship acquired or new 
machinery or plant { other than offic=* appliances or road 
transport vehicles ^ installed after the 31st day of March, 
1954 which is owned by the assessee and wholly used for 
the purpose of the business carried on by him. A certain 
percentage of the actual cost is alio wed as an admissible 
expense in the year of installation or acquisition. 
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Rates of Development Rebate with refernce to the 


actual cost to the assessee. 

(i) In the case of ship acquired after 31.12.1957.40% 

(ii) „ », „ „ ,, before 1.1,1958. 25% 

(iii) „ ,, „ of Machinery or Plant 

installed before 1.4.61.25% 

(iv) „ ,, of Machinery or plant 

installed after 31.3.61.20% 

For the purpose of Coal mining business :— 

(v) In the Case of Plant or Machinery installed after 
31.3.63 and before 1.4.66. rate of development 

rebate.35% 


‘Actual Cost" of the Ship, Plant, or Machinery is calcul¬ 
ated in the same manner as in the case of normal depre¬ 
ciation under Section 33flA). 

Development rebate in the case of Second hand ship 

In the case of ship used by any person and subsequently 
acquired by the assessee after 31.3.64., development rebate 
case is allowed at the rate prescribed by the Finance Act 
provided the following two conditions and any other 
conditions as may be prescribed are fulfilled :— 

(1) before sucii acquisition by the assessee the ship 
was not at any time owned by any person resident in 
India. 

(ii) the ship is entirely used for the purpose of the 
business carried on by the assessee. 

Development rebate in the case of the Second hend 
Plant & Machinery ( other tiian office appliances or road 
transport vehicles ) 

Development rebate is allowed at the prescribed rate 
in respect of plant or machinery installed by the assessee, 
which, before such installation, was used by any other 
person outside India provided that the following condi* 
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tions and any other conditions as may be prescribed are 
fulfilled ;— 

(i) The asset in question was not used in India before 
the date of such installation by the assessee. 

(ii) It is imported from abroad. 

(iii) No depreciation or development rebate in respect 
of such asset has been allowed prior to the date of such 
installation. 

(iv) It is wholly used for the purpose of the business 
carried on by the assessee. 

Development rebate is allowed as a deduction in respect 
of the previous year in which the ship is acquired or 
machinery or plant is installed provided the asset is put 
to use for the purpose of the business in the same 
previous year. 

But if the asset is first put to use in the “succeeding 
year” rebate will be allowed in the succeeding year. 

Rebate will not be allowed if the asset is put to use in 
year later than the ‘succeeding year’. 

Q. 75. What arc the Conditions for the grant of 
development rebate ? 

Ans. (i) The particulars prescribed for the purpose of 
depreciation have been furnished by the assessee in respect 
of ship or plant or machinery. 

(ii) An amount equal to 757o ot the development 
rebate ro be actually allowed is debited to the Profit and 
Loss A/c of the relevent previous year and ccrcdited to a 
reserve account. 

This reserve can be utilised by the assessee during 
the period of following next eight years for the purpose 
OL business or the undertaking. But this reserve cannot 
be utilised— 

(i) for the distribution by way of dividends or pro¬ 
fits ; or. 
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(ii) for the remittance outside India as profits or for 
the creation of any asset outside India. 

This condition shall not apply where the assessee, is an 
Electric supply Company or where the ship has been 
acquired or machinery or plant has been installed before 
1.1.58. 

(ii) The ship, machinery or plant must not be sold 
or otherwise transferred by the assessee to any person at 
any time before the expiry of 8 years from the end of the 
previous year in which it was acquired or installed. 

This clause shall not apply— 

(a) Where the ship has been acquired or machinery or 
plant has been installed before 1.1.58 ; or 

(b) Where the ship, machinery or*plant is sold or 
otherwise transferred by the assessee to the Govt., a local 
authority, a corporation established by a central or state 
Act or a Govt, company. 

(c) Where the sale or transfer of the ship, machinery 
or plant is made in connection with the amalgamation or 
succession under Section 33^4) & 33(3). 

If the assessee do 2 S not fulfil any of the conditions in 
(iiJ & (iv) he will not be allowed development rebate 
already granted. 

Any allowance for development made under Section 33 
or under corresponding provision of any other Act shall 
be deemed to have been wrongly made for the purpose of 
the Act Revision of assessment will be made under 
Section I55f5) of the Act, as a rectification of its mistake. 
Development rebate already granted shall be withdrawn. 

Carry forward ( Section 33(2) 

If full amount of development rebate can not be given 
effect to on account of insufficiency or absence of profit 
in the previous year in which the asset is acquired or 
installed in the immediately succeeding year as the case 
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may be, rebate to be allowed for the relevant assessment 
year shall be limited to the total income and balance of 
such development rebate shall be carried forward for the 
following years. So long full effect of development rebate 
can not be given effect to the process of carrying forward 
will continue up to 8 assessmemt years. 

Explanation—When for any assessment year develop¬ 
ment rebate is to be allowed in respect of ship acquired or 
machinery or plant installed in more than one previous 
year and the total income of the assessee assessable for that 
assessment year is less than the aggregate of the amounts 
due to be allowed in respect of the assets aforesaid for 
the assessment year, the following procedure shall be 
followed :— 

{{} The allowance for an earlier Previous Year shall 
be made before any allowance for the previous year 
relevant to assessment year is made. 

(n) When development rebate is carried forward 
tor more than one assessment year, the amount carried 
forward shall be allow’ed before any amount carried for¬ 
ward from a later assessment year. 

(iii) Where there arc both un-absorbed development 
rebate and un-absorbed depreciation, depreciation both 
current and un-absorbed, should be deducted first before 
any allowance for unabsorbed development rebate is made. 
This is applicable in respect of the assets installed after 

31 . 12 . 57 . 

Development rebate in case of amalgamation of com¬ 
panies and conversion of firm into a company. 

In a scheme of amalgamation, a company which trans¬ 
fers its’ assets to another company formed under such 
scheme, the transferee company is referred to here as ‘pre¬ 
decessor’ and the transferor as successor. If in such a 
case of amalgamation the predecessor transfers its ship, 
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machinery or plant in respect of which development rebate 
has been allowed, such rebate will not be withdrawn if 
the successor fulfill the conditions in respect of reserve 
created by the predecessor and in respect of the period 
within which those assets are not to be transferred as 
specified in Section 33 (3). If the successor fails to fulfill 
any of those conditions the provision of Section 155 (5) 
will apply. Development rebate will be withdrawn in that 
case. 

The rules regarding carry forward of un-absorbed 
development rebate arc equally applicable in case of the 
successor provided the total period of carry forward does 
not exceed 8 years. 

For the purpose of this sub-section “amalgamation” 
means the merger of two or more companies in such a 
manner that— 

(,a) All the property of the amalgamating companies 
immediately before the amalgamation becomes the property 
of the amalgamated company by virtue of such amalgama¬ 
tion. 

(b; All the liabilities of the amalgamating companies 
immediately before the amalgamation become the liabilities 
of the amalgamated company by virtue of the amalgama¬ 
tion. 

(c) Share holders holding not less than nine-tenths in 
the value of the shares of the amalgamating companies 
immediately before the amalgamation become shareholders 
of the amalgamated company by virtue of such amalgama* 
tion. 

Amalgamation includes also the merger of a wholly 
owned Indian subsidiary company with the parent company. 

Succession to a firm 

Where a firm is succeeded to by a company in the 
business carried on by it as result of which the firm sells 
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or otherwise transfers to the company any ship, machi¬ 
nery or plant in respect of which development rebate has 
been allowed, such rebate will not be withdrawn if the 
company fulfills the conditions in respect of development 
rebate as specified in Section 34 (3). 

The provisions of this clause shall apply only where 
(i) All the property and liabilities of the firm relating 
tp the business immediately before the succession become 
the property and liabilities of the company and 

(ii) All the shareholders of the company were partners 
of the firm immediately before the succession. 


( Depreciation ) 
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>Tw— 

3T*w|f% 'Q ^ 

'srr^ (i) 

(^) eiNfw ('») m 

(s) I 

«rr?i sjflTitJf ^tw— 

( Ordinary Depreciation ) (^) 

'Q ( Written Down 

Value) ^ I 

(^) Wt?[tOT iSJ3P^ OT ( Actual Cost ) 

Wit>i I 



176 


STUDIES IN INCOME-TAX 


WITC^ ^T»r' «5r^'l C^^T I 

^ 5j'^i,§ cw iv-® ^1 ft*? 

4 ^^^ >p^|^ c^.ri{ =^v^c5 >©0 ^1 3^^ 

^3^^ ^TW4^^3|T>i ^ill I 

^^c] >i»^;TQ <3^^ C^PI ^^3|T>J ^'<1 

5^R ^1 1 


Ff^®i 

C Extra-Shift Depreciation )—C^T^'Q 
C^T*3'5 ^:^7;•'4 ;;t'<,v <1 <a (Doubie Shift or Triple 

Shift; yr-,i»i v/i , t/v,':-6 >i'i;'irc,5:i 'iii'siif.-^ ^‘\-^ ^<; 1 

«JT^K0’ ‘Sf-'i’^f-ivi-.: «'->. I 

^^Jirc'.:- *'i^l'i' —'»= 

<j?i V--, ^‘T:»''> ij't-i.^'t- «;!‘.-r ^^.>3=:“^'^ OTb ^r3''-'iM" 

BTciI'. ’i3 Tff>7-J<}>{M I «(Ni; 

( Shut ) «ir^5ttf5^ =6j:>C»(^ sr^ tsisf'lft^ 


3ii;» ^-'O c<PH ik^o f*r'3 ctfR^' 

(DouDie bhift ) &f^^ •^i'^1 I ^tfR^ 


Jf^s c\ 5 ,?r§; W '^1 

I X^3|K^5 >lTi:T^:'l U'^Vk^ X = 


^2lTs^'f^^=<2 ^35^3§T>=i { Initial Depreciation ) 
y^] ^£lm'^ 'iz^ c^TJT 3rff^^ 

5fC?|53 ^^'il ^0% ^TRf eiNtx^ 



DEPRECIATION AND DEVELOPMENT REBATE 177 

fr>f cat’ll I iT»i«rr« 

^ ^ ^rr#5T, ^T^C3r^, 

fehsrr?tT?, ^ 

t5rr*«rf^^ ctfsil *«fTc^ i 

(Terminal Depreciation) ^ 

( Balancing Charge ) 

c^s ^1 ■5rr>T^T^<lii cff'Q^l ^5^^ ^5!r^ 

'5T51 ^T^^Ti:^'< '^m] cjf^iri wi 

'!^>f ^T'<!t' ^1 ^^lRf^^r '<(f^| nfSIl 

‘■^T^l >(f»f >1’^f%< |t^ CbT^ Q -^-^f '?!? C>f^ 

vrf^Fs *511^-7 ^■r175t>f ^^11 '^71 vflij’s ; 

1 

^^'1 (\^T ^■Q'Tl ^t<7 ) Y'^ 

i»7T ^T^-l '^\'Q ‘Balancing Charge’ ■‘7'^'1 I 

i? Balancing Charge ^<7 CXTw ^^-^,T?rc> 1 <i ( Total 

Depreciation ) i^A I 

^ <iv&f'o '^K^K^ 3j^^T*?r sir® ^9m ’rri i 

^15151 <5t3?«l »t^—(>) WlTf5, Ttft 

^^■nw ^rf^srt i ( 5 ) c^ 

*l^Tfr^ ^tr,« A\ I 

( Development Rebate ) 

ii»48 ^T^5f :^r[ ^1 

w m '<fm) <2fti? 

I ^^51 x(3*>irf;i <1 '«rf^^' 

Fft I '5i%.>f?i >f^?JT3f Ai 

v£i^ I 

12 



178 


STUDIES IN INCOME-TAX 


(^) ^ #h© 'srr^t^^'sf c^m ^ 

ifl^TWr m b »% i 

(^) *1?^ 
wf^«r?r «(f^ ^ ^«% { 

(.9f) iisi'Ssi ^©Tf^c^? -sjc^ c^cai vi)^ 

wrrf^ ^ 4 % 1 

(i^) vsiiNsi-ssN #l'« v£i^^:f^ 

^ 0 % I 

c^pca— 

'S^i'si'Sso '3Tfe'*f^ *tc?r il8,<SJ^59 wtM 

cjpcai ^54% 1 

V^ OT-SITQ ^ni I 

'-5(1 

^1 C'^R Mif ^il'Si'SsS '®rK,C'< 'iC'i 

a^ *1^ >1R^7:^' R<Tf^^ ^Tc* 

^^i(-^ron c?r€?fi ^?r 1 

r<) ^'?frT^T=J ??T^T^ '•r-’RS t'^R ‘©R';''©* 

^rrf^r?’ ( Resident lu India ) 5(Tf<ri^RT<I '•(1 I 

(5. ^f^T£?«rrR >i"®j<kn ^^vri'^r^r sts? \ 

'(ftf "ST’-aj?:?? m ift^ 

Tf*R '4'fi5^i '■'sr^i '^tc'=i iiT?:«tc^ ^r * 

c^? s<ri 1 

(» 4“i^' v£i^ ^'/rdTl^ '4T'('S V!C«J 

'Tli^ I 

(^) ^trV ^rvs ' 



DEPBECIAIION AND DEVELOPMENT BEBATE 179 

(^) i 

C^ ^*1^ ^1 3p^ wl ?51I 

^T^l ^<«R1 sK^i^r fe ’tRTs ?«.>R:?r vf^ 

^T^1 c>f| *1^^ ^TO-^ 

m,‘\ ’t'fj I 

^a?i«i-^t&t^ 

(i) ^1 \^T5f>f '5rt^->rsr^ f^^«i 

*rrfe 1 

(O ^^*iT!ni^ *\«% n^'s 

If3l1 1 

^lusv ^•^»t ?i^n»f ^1 f^>iTc^ f^'sif'i 

^ C^T5^ Wf% "W cm ^'"f C(2Bf*l 

wi 5f^w ^n I 

'3f<^>gf *f-,s cm *if^OTs^ ^wc^ c^cg 0mm i 

(o) ^1 tr *4 c«(7 

Fi^l?:^ ^11 '^'Tn *f^f5 'Sjc^fsTF '^c^ ^11 

^ &ff^-5f -^i ^liitt^' iiiiib- ^Tigc^i 5i5!r ^^1 ^1 

(•?{) wrf® c^h > 1^1 t; wrft 

I 

>(rtf CW\i\ ^-^ffT^I y<^\ '8 •■*t^ m'^) C¥C^ ^1^1 

^aT?(-<T^i mm ''^sm -^8^1 \%c^ t^i 
I 

c^c3j w*! t^fTf§ m ^c'‘s 

»l‘^t%’< ^ ^51^ m CTTQfl 5^51 ;;n I 



180 


STUDIES IN INCOME-TAX 


‘Unabsorbed Depreciation ^ 
Unabsorbed Development Rebate* ^*11 I 

^Tff 5i?ic^ I 55if^ "srr? 

T5^f% 

^fff f^r$ I 

>J¥^ ^t? C»f«T[l 1 vil^ C^ITS 

ILLUSTRATIONS 

Q. 76. An engineering company furnishes the followin 
pirticulars regarding its machinery. The previous year is 
counted from 1st. April every year. 

A new machinery costing Rs. 40JOOO was installed on 
1st. April 1963. Calculate the amount of depreciation 
and development rebate for the assessment year 1964-65 
and 1965-66 and the W. D. V. as on 1.4.65. The normal 
rate of depreciation on machinery is 10%. 

Ans. 

Assessment year 1964-65 


Rs. 

Actual cost on 1.4.63 400000 

Development rebate @ 20% 80000 

Depreciation 10% 40000 

W. D. V. as on 1.4.64 (400000-40000) 360000 

Assessment year 1965-66 

Written Down value on 1.4.64 360000 

Less* Depreciation @ 10% 36000 

Written Down value as on 1.4.65 324000 
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Q. 77. From the following partcurlars work out the 
admissible amount of depreciation and development rebate 
for the assessment year 1964-65 and 1965-66 and also the 
written down value of those assets as on 1,1.65. 

New machinery costing Rs. 60000 installed on 1.1.63. 
and additions on 1. 1. 64 Rs. 40000. During the previous 
year 1963 the machinery was used double-shift for 150 days. 
The accounting period of the firm is counted from 1st 

junuary every yey ; and the rate of depreciation is lOTop-a# 

Assessment year 1964-65 


Ans. Rs* 

Actual cost of Machinery on 1.1.63 60000 

Development rebate @ 20% 12000 

Depreciation for single shift @ 10‘?4 6000 

Dep. for extra shift @ for year _ 1500 

Written down value as on 1.1.64. 


(60000-7500) 52500 


Assessment year 1965-66 
W, D. V. as on 1.1.64 52500 

Addition on 1.1.64 40000 

Development rebate @ 20% on addition 8000 

Depreciation on Rs. (52500■+40000) @ _ 

10%= 9250 

W. D. V. as on 1.1.65. (92500-9250) = 83250 


Q. 78. A cotton mill Co. furnishes the following parti¬ 
culars ; 

A factory building (1st class) was erected on 1. 4. 63. 
costing Rs 2000(X). New addition was made on 1.10.63. 
costing Rs, 60000 

Another building was constructed for the residence of 
the employees getting monthly salary varying from Rs. 150 
to Rs. 180 each, on 1. 4. 64 costing Rs. 160000. The 
previous year of the company is counted from 1st April 
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every year. The rates of depreciation on factory building 
is 5% and residential building is 2*5% p. a. Calculate the 
amount of normal depreciation and initial depreciation for 
the assessment years 1964-65 and 1965-66. Calculate also 
the written down value of the buildings 


Assessment year 1964 65 


Ans. 

Rs. 

Rs. 

Actual cost of factory building 


200000 

on 1.4.63 

• 


Depreciation @ 5% for one year 

10000 


Addition to Factory building 

on 1.10.65 


60000 

Depreciation @ 5% for h year 

1500 


Total Depreciation allowable 

11500 



W. D. V. of the factory building on 1.4.64 (260003 — 

11500) - 248500 


Assessment year 1965-66 

W. D. V. of the factory building on 1.4.64 248500 

Depreciation allowed 5% 12425 

Actual cost of residential building for the 

employees on 1.4,64. 160000 

Initial depreciation on such building @20% 32000 

Normal depreciation <pj 2i% 4000 

W. D. V. of factory building 


as on 1.4.65 (248500 -12425) « 236075 

W. D. V of residential building 

as on 1.4.65 (160000 -> 4000) = 156000 

Q. 79. A Jute mill Company furnished the following 
information regarding i:s machineries and building. Work 
out the amount of admissible development rebate and 
depreciation allowance for the assessment year 1965-66. 
The accounting year of the company ends on 31st 
December every year. 

(1) A new machinery (No. 2) costing Rs. 1*50,000 was 
installed on 1.1.64. 

The machinery was used for double-shift for 130 days 
and triple shift for 110 days in 1964 
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(ii) A machinery (No. 1) costing Rs. 200000 was 
installed on. 1.7.62. and new addition of Rs, 20000 to this 
machinery was made on 1.1.64. 

(iii) A first class factory building erected on 1.1.58. 
costing Rs. 600000 

Additions on 1.1.62 costing Rs. 200000 

Additions on 1.1.64 costing Rs. 100000 

Depreciation actually allowed up to and including the 
assessment year 1964-65 Rs. 150000 

The rates of depreciation on building and machinery are 
5% and 10% respectively. 

Work out also the written down values of the budding 
and machineries as on 1.1.65. 



Csot or 

•Development 

Depreoia 

W.D.V. on 

Assets 

W.D.V. on 

rebate 

tion 

1.1.65 


1. 4. 64. 

@20% 




Ba. 

IRs. 

Rs. 

Bs. 

New Machinery (No. 2) 
Costing 

150000 

i 30000 



Bop. 10% for single 

, 


15000 


shift 


i 



Dep. 6% for 


1 

1 

» 

6000 



extra shifts ' 

■it. foryear: 
300 ' 

Machmoty (No.l) W.D.V, 
Value on 1 7.62 300000 
Less dep« for 
4 year 

Value on 1.1.63. 190000 j 
Less dep. for 
. 1 year 19000 

Addition on 1.1.64-. 

Building W.D.V. 

Its. (600000 + 200000 
-160000) 

Additloo^n 1.1.64. 

Total ! 


(160000- 

31000) 

<=129000 


; 

< 

t 

17100 

171000 


20000 4000 

2000 

650000 

i 

1 

82600 

100000 

6000 

34000 

1 

77600 


(191000- 

19100) 


(750000- 

37600) 

-712600 
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Q. 80. From the following particulars calculate the 
amount of terminal depreciation admissible during the 
assessment Year 1965-66. The accounting period is counted 
from 1st April every year. 

(i) A new machinery costing Rs. 80000 was installed 
on 1.4.56 and actual depreciation allowed upto and including 
the assessment year 1963-64 is Rs. 30000. The machine 
was discarded and sold for Rs. 28000 on 1.8.64. 

(ii) The written down value of another machine was 
Rs. 120000 on 1.4.63. The machine was sold during the 
previous year 1964-65 for Rs. 86000. 

(iii) A new residential building was erected on 1.4.61. 
for th6 r0sid2nce of low paid (Less than Rs. 200 p.m.) 
employees at a cost of Rs. 240000, The building was 
acquired by the government for Rs, 170000 on 1.5.64. 


Ans. Rs 

(i) Actual cost of the new machinery on 1.4 56 „ 80000 
Less depreciation allowed up to 31.3.63 „ 30000 

W.D.V. as on 1.4.63 „ 50000 

Less normal depreciation @ 10% „ 5000 

W.D.V. as on 1.4.64 „ 45000 

Less Selling price of the machine „ 2R000 

Terminal Depreciation admissible Rs. 17000 

(ii) W.D.V. of the machine on 1.4.63 120000 

Less normal depreciation (^10% „ 12000 

W.D.V. of the machine as on 1.4.64 „ 108000 

Less Selling price „ 86000 

Terminal Depreciation „ 22000 

(iii) Actual cost of the building as on 1.4.61 Rs . 240000 
Initial depreciation admissible @ 20% „ 48000 

Normal depreciation 2^% „ 6000 


.*. W.D.V. as on 1.4.62. (240000-6000) = 234000 
Less normal depreciation for the year @ 2i% 5850 
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W.D.V. as on 1.4.63 . 228150 

Less normal depreciation @ 2^% « 5704 

W.D.V. (for the purpose of normal depreciation)=222446 
Less initial depreciation 48000 

W.D.V. (for the purpose of terminal depreciation = 174446 
Less Price at which the building was acquired „ 170000 
Ter minal Depreciation admissible Rs. 4446. 

Q. 81. Sri Nirmal (industrialist) purchased on 1st April, 
I960 new plant and machinery for Rs. 2,00,000. He installed 
the said plant and machinery in his own factory in December, 
1960 and production Started form Jaunary 1961. 

Compute the development rebate. Shri Nirmal will be 
entitled to in the assessment year 196T62 on the assumption 
that the profit of the business for the year was Rs. 20000 
(prior to deduction of development rebate) and also show 
necessary ledger accounts in the books of Shri Nirmal in 
this connection. [ C.f/.M. Com. 1962 ] 

Ans. Shri Nirmal will be entitled to a development 
rebate on account of the new machinery installed before 
1.4,61. @ 25%. of the actual cost of the machinery as 
follows :— 

Dev. Rebate =Rs 200000 Rs-50000 

As the profit before charging such development rebate 
is only Rs. 20000. he will be entitled to a development 
rebate of Rs. 20000 only and the balance ( unabsorbed 
development rebate may be carried forward for the 
succeeding previous year up to 8 years next 

Profit and Loss A/c of Shri NirmaPs business will be 
debited for Rs. 37500 and Reserve for Development Rebate 
will be credited by an equal amount, ( necessary ledger A/c 
is required). 



186 


STUDIES IN INCOME-TAX 


Profit and Loss A jc. 


Dr. 

Cr. 

Rs. 

i Rs. 

To Development 

! By Sundries 20,000 

Rebate Reserve 

i (balance of net profit 

A/c. 37500 

before Charging Dev. 

(75% of Rs. 50000) 

' Rebate Reserve) 

‘ By Net Loss transferred 


1 17,500 

Rs. 37500 

Rs. 37.500 

1 

Development Rebate Reserve A/c. 

Cr. 


Rs. 1 Rs. 

To Balance C/D 37500 | By Profit and Loss 37500 

! A/c. 

Rs. 37500 i Rs. 375001 

j 


CHAPTER VII 


HEADS OF INCOME-CAPITAL GAINS 

Q. 82. What is Capital Gains ? 

Ans. As per Section 45 of the Act any profit or gain 
arising from the transfer of capital asset effected in the 
previous year shall be deemed to be the income of the 
previous year in which the transfer took place. It is imma¬ 
terial whether the amount has actually been received or not. 

83. What is Capital Asset 

. Ans. The term ‘Capital Asset' means property of any 
kind held by the assessee whether or not connected with his 
business or profession : it may be movable or immovable 
property but it does not include the following : 

(i) stock-in-trade and consumable stores held for 
the purpose of business or profession ; 

(ii) personal efiFccts including wearing apparel, 

jewellery and furniture held for personal use by 
the assessee himself or any member of the 
family depending on him ; 

(iii) agricultural land in India ; 

(tv) 6J% Gold Bond issued by the Central Government. 

Classification of Capital Gain 

Capital Gains have been divided into two categories 
under the Act, viz. Short-term capital gains and other 
capital gains or Long-term capital gains. 

The short-term capital gain is one which results from 
the disposal of the capital assets within the period of one 
year from the date of its acquisition. Capital gains which 
results from the disposal of capital assets after a period of 
more than one year from the date of acquisition is known 
as long-term capital gains. This division of capital gains 
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is made for the purpose of computation of tax and adjust¬ 
ment of losses arising on transfer of such capital assets. 

Q. 84. What is Transfer of Capital Assets ? 

Ans. As per Section 2 (47) of the Act, transfer in relation 
to capital asset includes—sale, exchange or Relinquishment 
of the asset or extinguishment of any right therein or the 
compulsory acquisition thereof under any law. When 
Government compulsorily acquires any property of any 

person such acquisition constitutes a transfer. Again, when 
a person holding an agency right in any company extingui¬ 
shes such right for any consideration, suct^ act of extinguish¬ 
ment will constitute a transfer under the Act. When anv 
partner relinquishes his right in partnership against any 
consideration, such act of relinquishment will be considered 
as a transfer of capital asset. When a shareholder on the 
liquidation of a company receives any money or other assets 
from the company, he shall be chargeable to income tax 
under the head 'Capital Gains' in respect of money so 
received or the market value of the other assets on the date 
of distribution as reduced by the amount assessed as 
dividend and also by the cost of the share in the company. 

There are certain types of transactions which are not 
regarded as transfer and therefore not taxable, viz. 

<'i) any distribution of capital assets on the total 
or partial partition of Hindu Undivided Family •, 
(ii) any distribution of capital assets on the dissolu-. 
tion of a firm, body of individuals or other 
association of persons ; 

^iii) any transfer of a capital asjct under a gift or 
will or an irrevocable trust; 

(iv) any transfer of a capital asset by company to 
its wholly owned Indian subsidiaries. 

Q, 85. How Capital Gains are computed ? 

Ans. The income chargeable under the head ‘Capital 
Gains’ shall be computed by deducting from the full value of 
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consideration received of or accruing as a result of the 
transfer capital asset the following amounts, viz. 

(i) expenditure incurred wholly or exclusively in 
connection with such transfer ; 
and (ii) cost of acquisition of the capital asset and cost 
of any improvement thereto. 

Or in simple form we may say that Capital gain = Selling 
price-(cost of acquisition + Cost of imporvements) 


Cost of acquisition of capital asset 

Under Section 49 of the Act, where the capital asset 
became the property of the asscssee in any one of the 
following modes, tne cost of acquisition of the asset shall 
be the cost for which the previous owner of the property 
acquired it as increased by the cost of any improvement 
of the asset incurred or borne by the previous owner or the 
assessee as the case may be. 

(i) on any distribution on the total or partial partition 
of a H.U.F. ; 

(ii) under a Gift or Will ; 

(iii) (a) by succession ; inheritance or devolution ; 

(b) on any distribution of assets on the dissolution of 
a firm, body of individuals or other association of persons ; 

{c) on any distribution of assets on the liquidation 
of a company : 

(d) under a transfer to a revocable or an irrevocable 
trust ; 

(e) under any such transfer as referred to in clause 

(iv) of Section 47. 

As per Section 50 of the Act, when the capital asset is 
an asset in respect of which the assessee has obtained 
depreciation allowance in any previous year, the cost of 
acquisition shall be taken to be the written down value 
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as diminished by terminal depreciation or increased by 
balancing charge. 

As per Section 51 where any capital asset was on any 
previous occasion the subject of negotiations for its transfer, 
any advance or other money received and retained by the 
assessee in respect of such negotiations shall be deducted 
from the cost for which the asset was acquired or from the 
written down value or fair market value, as the case may 
be, in computing the cost of acquisition. 

Where it is not possible to ascertain the cost for which 

the previous owner acquired the property, cost of acquisi¬ 
tion to the previous owner means the fair market value on 
the date on which the capital asset became the property 
of the previous owner. 

Where the capital asset became the property 6f the 
assessee before 1.1.54 cost of acquisition, means the cost of 
acquisition of asset to the assessee or the fair market 
value of the asset on 1.1.54 at the option of the assessee. 

Where the capital asset became the property of the 
assessee by any modes specified in Section 49 of the Act and 
the capital asset became the property of previous owner 
before 11.54, cost of acquisition means the cost of capital 
asset to the previous owner or the fair market value of 
the asset on 1.1.54 at the c ption of the assessee. In this 
case the fair market value on 1.1.*^4 should be the adjusted 
value as increased by balar.ciiig charge or diminished by 
terminal depreciation. 

Where the capital us.set became the property of the 
assessee on the distribution of the capital assets of a 
company on its liquidation and the assessee has been 
assessed to income-tax under the head ^Capital Gains’ in 
respect of that asset under Section 46, cost of acquisition 
means the fair market value on assets of the date of 
distribution. 
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As per Section 52(1) of the Act. where the assessee is 
directly or indirectly connected with the transferee of the 
capital asset and the I.T.O has reason to believe that the 
transfer was efiPected with the object of avoiding tax 
liability, the full value of consideration for the transfer 
shall be taken to be fair market value of the asset on the 
date of transfer ( subject to the approval of the Inspecting 
Assistant Commissioner). 

As per section 52(2) of the Act, Capital Gains shall 
be computed with reference to the fair market value if in 
the opinion of the I.T.O. it exceeds the value as declared 
by the assessee as its full consideration of the assets by not 
less than 15% of the declared value (subject to the approval 
of the Inspecting Assistant Commissioner). 

Cost of Improvement: 

When the capital asset became the property of previous 
owner or the assessee before 1,1.54. and the fair market 
value of the asset has been taken by the assessee as its cost 
of acquisition, cost of improvement means all capital expen¬ 
diture incurred in making addition or alteration to the 
capital asset on or after that date by the previous owner or 
the assessee. 

Cost of improvement also means all capital expenditure 
incurred by the assessee and by the previous owner in 
respect of the asset if the asset became the property of the 
assessee by any of the modes specified in Section 49. 

Capital Gains Exempted from Tax and not to be 
Included in the total income ' 

As p;;r Section 53 of the Act, Capital Gains as a result 
of transfer of one or more house property the income of 
which is chargeable under the head ^Housc Property’ will 
not be included in the total income of the assessee, if 

(i) the total sale price does not exceed Rs. 25000/-. 
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and (li) the total fair market value of all such house 
properties immediately before such transfer do not exceed 
Rs. 50,000/- 

As per Section 54 of the Act, the Capital Gains that 
may arise from the transfer of a house chargeable under the 
head ‘income from house property’ shall not be included 
in the total income of the assessee provided 

(i) the house was used for 2 years before the date of 
transfer as his residency or of his parents ; 

and (ii) the assessee has within a year, before or after 
that date, purchased a house for his residence or construc¬ 
ted a house within 2 years form that date for his residence. 

(lii) the capital gains do not exceed the cost of new 
house. 

If the capital gain exceeds the cost of new house 
then such excess amount shall be chargeable to tax under 
this head. 

(iv) If the new house is transferred within three years 
from the date of purchase or construction, the capital gain 
arising from such transfer as also the capital gain arising 
from the transfer will be chargeable to tax as the income 
of the previous year in which the transfer of such new tax 
takes place. 

(v; any Capital Gain arising on the transfer of capital 
asset by a company to its wholly owned Indian subsi¬ 
diaries, is not to be included in his total income, 


Computation of Tax on Capital Gains 

For the purpose of taxing capital gains, they have been 
divided into two categories : (i) Short-term Capital gain 
(ii) Long-term Capital gains 

Section 114. Method of camputation in case assessee 
other than a Company. 
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Total tax payable on the total income which includes 
capital gains :— 

(a) Tax is payable on the income minus ( Capital 
gains plus compensation) at rates applicable to a such total 
income. 

(fc) Tax is payable on the amount of short-term capital 
gains plus compensation) 

(c) (i) No Tax is payable on the amount of long-term 
capital gains when such capital gains does not exceed Rs. 
5000. 

(ii) No Tax is payable on the amount of long-term 
capital gains when the total income including income from 
long term capitial gains does not exceed Rs. 10000. 

(iii) When 'the long-term capital gain exceeds Rs. 
5000 and the total income exceeds Rs. 10000, tax is payable 
on the amount of such long term capital gain at a pres¬ 
cribed percentage of the averge rate applicable on the total 
income minus ( long-term capital gains plus compensation). 

But the minimum amount of tax payable on the long 
term capital gains cannot be less than 15% of the amount 
of such gain. 

Taxes on long-term capital gain to be calculated as 
follows :— 

(i) Tax payable up to Rs, 5000 of such gain is to be 
taken as nil. 

(ii) „ „ on the balance of capital gain over 

Rs. 5000 at the following rates 

(a) 75% of the average rate of tax applicable to total 
income minus (long-term capital gain plus compensation ) 
in respect of capital gains on buildings, lands or any right 
in buidilngs. - 

(Jb) 50% of the average rate of tax applicable to total 
income minus ( long-term capital gain plus compensation) in 
respect of capital gain or assets other than lands and 
buildings. 

13 
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When capital gains arise from lands & buildings as well 
as from assets other than lands & buildings, the non-taxabic 
portion of capital gain, (i.e., Rs. 5000) should be apportioned 
between the two groups proportionately. 

Suppose that long-term capital gains have arisen 
from :— 

(i) Assets other than lands and buildings, Rs. 10000 

Cii) Lands & buildings „ 15000 

Non taxable capital gain will be :— 

(i) On Assets other than lands & buildings 

Rs. 5000x^ = 20000 

D 

3 

(ii) On land and buildings Rs. 5000x^ = 300 

When the Assessee’s income includes compensation Tax 
is payable on such compsation at rates applicable to the 
total income minus (| of such compensation plus the amount 
of capital gains) 

Compensation in all the above cases means compensa¬ 
tion chargeable under the head “Income from business”. 

In certain cases the fair market value of the assets on 
the date of transfer' of such assets exceeds the declared 
value. This understatement of the value is made just to 
evade tax. 

When the fair market value, according to the opinion 
of the I. T. O., exceeds the declared value by 15% of the 
later, the capital gain is computed with reference to the 
fair market value. 

Method of Computation of Tax in case of Company- 
Assessee. 

Total amount of tax payable ;— 

(a) Income-tax payable on the total income at rates 
applicable to such total income minus capital gain on sale 
of bouns share. 
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(b) Super-Tax is payable on the total income, at the 
rate applicable to the total income minus (the amount of 
capital gains other than short-term capital gains). 

(c) Super-Tax is payable @ 15% on long term capital 
gains in respect of lands and buildings and 5% on the balance 
of long term capital gains excluding gains on lands and 
buildings. 

(<J) Income-tax is payable on the amount of capital 
gain on sale of bonus share, if any, @ 12% and no super-tax 
is payable on such capital gain. 

Q, 86. Explain, “Loss from short term Capital assets** 

[ C. U. M. Com. 1964 1 

Losses arising from the Sale of (1) “Short term Capital 
Asset* and Long-Term Capital assets (Section 74) 

Ans. Losses arising from the sale of any short.tcrm Capital 
asset can be set off against profit from the sale of an other 
Capital assets (both long-term and short term) in the same 
assessment year. If such loss cannot be wholly set off in 
the said assessment year it shall be carried forward to the 
following assessment year and set off aganist the short-term 
capital gain for that assessment year. The process of 
carrying for word of this loss is limited to 8 succeeding 
assessment year. 

Losses arising from the sale of any long-term capital 
assets can be set off against the profit from the sale of 
another long term capital asset in the same assessment year. 
If such loss can not be wholly set off in the said same 
assessment year it can be carried forword for the succeeding 
year and can be set off against the profit from the sale of 
long term capital asset of that assessment year and so on. 
The process of carrying forword of this loss is limited to 
four succeeding year only. Losses of this type below Rs, 
5000 should be ignored in the case of assessee.s other than 
4:ompany. 
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C9Fl|r ^^9^ 9 ‘s. 9C9 9f9 9’*9f®9 9[»lI5t9 ( depreciation ) 9t99 
^99t®t^^ ’5[f991 C9«91 99 ®t91 9^C9 9^t®9 5t9<2tt^ 
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( written down value ) l 

«2I^ ^«IJ5t’r ( Terminal 

Depreciation ) f^1 

(Balancing Charge ) 5i^U5 \ 

isoirJFitwa iSfj 

ua| 9I1 t^ ^t9l ^^C8T ^ 

^Tf?c^ jf^icsnr *t5l i 

S5t^T'6 ^^eiJW 3|c3f c^T?! ^«!T I 

^<r% c*1^ C^C3S ^55 

;^?l ^SIJ 

3T»p{f%a ^8|y ^®IT 

'5[s/TsF f^c»f «it^ i 

5rroe?i f5i5f''t?ic*t5 

^mtw c^m— 

(^) 8it« e|1® ’^'fvr fvf^i c^lt^ 

(Income-Tax and Super-Tax ) *jt^j ???[ 1 
(0 ^9 C^Ifllft 5g®lS#t ’^C?ltr (Income-Tax 

Super-Tax ) = (;^1^ «l1il--?t^ ^C«t?r 

»[T® ) ^'5 

('O) (?nit^ c^t^i 

i£j^ wT^?i *if?i»i^ «'>«'» 

•It® ^ o o o • I 

vn^ 5llS ^3n ^fsic®!® to • • 

C^t5t 511 I 

c«e» 'aiti’a^i 59 

(:>) ( C5^t^ \sn;#[ aiT® '€ «!t® ) 
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:~(^) •»«% ^tr?r ^ fee?? »rti:®?r 

9itc^?r ^ 

^'^«ralfr ^T^?l site®?! 

it% -rsnn i 

c^t-»ft% c^a— 

(^) c^Ts^T’i cw? Piwm 8111^5 

(^) C^tsjT’T C*l^t^ «ItC^?I (Super- 

Tax) tlt^J i^l I 

(o) c^tsit^ enm srt* ’^tJf 

<it?1 i2fg^ 

(8) C5Pt*^T^^ C«it^ 'Q C^tsiT’l 

(H?itsi stt^ fvf9i ^t^1 ^tc?i 

( Super-Tax ) l 

(«) 8riC^^ ^’l?! (super¬ 
tax) ^4%, ^U 6% 

Illustrations 

Q. 87. Sri. K. L. Sadhukhan has a number of houses in 
Calcutta costing Rs. 3,25p00 in all . All of the houses were 
purchased before 1960. One of such houses costing Rs. 
1^00 was sold for Rs. 24p00 on 5.8.64. Acertain the tax 
liability of Sri Sadhukhan in respect of long-terr 
capital gain. 

A ns. Sale proceeds of the house Rs. 2400C 

Less cost price of the house Rs. 12500 

Capital gain Rs. 11500 

As the amount of sale price does not exceed Rs. ^5000, 

the amount of capital gain resulting from the transfer 
of the house is not, there fore be liable to tax under 
Section 53, 



200 


STUDIES IN INCOME’TAX 


Q. 88, Sri H. Mukherjee sold one of his two residential 
houses for Rs. 45000 on 5.5.64, The houses were constructed 
in the year 1959 at a cost of Rs. 41000, and the fair market 
value of the houses inmediately before such transfer 
Rs. 49000. The cost of the house sold was Rs. 29000. 
Acer tain the tax liability of Sri Mukherjee in respect of long 
term capital gain. 

Ans. As the aggregate fair market value of all Capital 
assets of Sri Mukherjee immediately before such transfer 
does not exceed Rs. 50000, there fore, the amount of capital 
gains (45000 - 29000 = 16000) will not be liable to tax. 

Q. 89. Sri Raychoudhury sold a machine on 25.6.64 for 
Rs. 15^850. The cost price of the machine purchased on 1.4.53 
was Rs. ^800 but the fair market value of the machine on 
1.1.54 was Rs. IIOOO. The income of Sri Ray chaudhury 
from other soures during the previous year 1964-65 was Rs. 
16200. Find the amount of capital gain assessable under 
the Act. 


Ans. Sale proceeds of the machince 

Less the fair market value of the 

Rs. 

15850 

machine on 1.1.54 

Rs. 

11000 

Capital gains 


“4850 


As this long term capital is below Rs. 5000, hence, such 
gain is not taxable ( as per amended Section il4.) 

Q. 90. Sri C. Talukdar sold a car on 1.6.64 for 12000. 
The Cost price of the car bought on 1.6 52 was Rs. 6000 but 
the fair market value of the car on 1.1 54 was Rs. 5000. The 
income of Sri Talukder from other sources during the 
previous year 1964 was Rs. 3900. Calculate the amount of 
assessable capital gain. 

Ans. , Rs. 

Sale proceeds of the car „ 12000 

Less Cost of the car on 1.6 52 «_ 

Long-term Capital gain Rs. 6000 
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Here long term capital gain exceeds Rs 5000 but the 
total income including such gain is below Rs. 10000. 

Hence, such capital gain is not taxable, (as per amended 
Section 114.) 

Q. 91. Sri N. G. Datta, an officer of a marcantilc firm, 
sold his residential house on 1.7.64. for Rs 95000. The cost 
price of the house bought on 1,10.54 was Rs. 60000 . Sri 
Datta bought a new residential house on 1.2.65. at a price of 
Rs 55000. Acertain the tax-liability of Sri Datta in respect 
of long term capital gain. 

A ns. 

Sale price of the house ••• Rs. 95000 

Less cost price of the house „ 6 lOOO 

Capital gain Rs. 35000 

The cost price of the new residential house Rs. 55000) is 
greater than the amount of capital gain (Rs. 35000). 
Hence, such gain is not taxable ( as per section 54). 

Q. 92. Sri B. Das sold his residential house on 1.2.62 
for for Rs. 1,55.000. The cost price of the house was Rs. 
65000 on 1.7.55, Sri Das purchased a new house at a cost 
of Rs.75000 on. 1.8 62. 

Sri Das sold the new house for Rs. 92000 on 1. 5. 64, 
Acertain the tax-libility of Sri Das for assessment years 
1963-64 and 1965-66 in respect of capital gain, 


A ns. Assessment year 1963-64 


Sale price of the house 
Less Cost price of the house 

Capital gain 

Less the cost of new house 

Amount of long term capital gain assessable 


Rs. 155000 
« 65000 

Rs. 90000 
Rs. 75000 

Rs. 15000 
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Assessment year 1965-66 

Sale price of the new house Rs. 92000 

l^ss Cost of new house Rs. 75000 

Capital gain Rs. 17000 

As the new house is sold away within three years of its 
purchase of the new house the amount of capital gain 
resulting from the sale of new house (Rs. 17000) plus the 
amount of exempted capital gain (Rs. 75000) resulting from 
the sale of the former house will be liable to tax in this 
assessment year. Therefore total amount of assessable 

Capital gain is Rs. (75000-f 17000) = Rs. 92000. 

Q. 93. Sri P. K. Bose is the owner of a manufacturing 
concern. On the 1st August 1964 he sold for Rs. 80000 
some machinery which had cost him Rs. 62000. The written 
down value of the machineery was 51000. His income from 
all other sources was Rs. 42000. Acertain the tax liability 
of Sri Bose in respect of Capital gain 

Ans. Rs. 

Sale price of the machinery 80000 

Less W, D. V of the machinery 51000 
Profit „ 29000 

The entire profit from the transfer of capital asset will 
not be charged under capital gain. Depreciation so far 
allowed in respect of the machinery is Rs. (62000—51000) 
or Rs. 11000. Capital gain is respect of the machinery will 
be Rs. (29000—11000) or Rs. llOOO and Rs. 11000 will be 
taken as ‘Balancing charge’ and is liable to tax under 
Section 41 (2). 

Q. 94. Sri M. Guha is the proprietor of a factory. He 
sold a machinery for Rs, 72000 on 1.6.64, The machinery 
had cost him Rs. 56000 on 1.1.52. The fair market value 
of the machinery was Rs. 60000 on 1.1.54. Depreciation sa 
far allowed in respect of the asset is Rs. 13000. Calculate 
the amount of assessable capital gain. 



CAPITAL GAINS 


2 oa 

Rs. 72000 


47000 
Rs. 25000 

Out of Rs. 25000, the amount chargeable under capital 
»ain will be Rs. (25000—13000) or Rs. 12000 and Rs. 13000 
will be chargeable as Balancing Charge under Section 41(2) 

Q. 95. Sri P. Ray is the owner of a workshop. He had 
:o sell a few machines for Rs. 62000 on 1.5.63. The fair 
narket value of the machines was Rs, 69000 on 1.1.54. 
Depreciation so far allowed in respect of the machines was 
Rs. !l6000. Calculate the amount of assessable capital gain. 

Ans. 

Sale Proceeds 

Le55 W. D, V. of the assets 
Fair market price. Rs. 69000 
less depreciation allowed „ 16000 

Profit 

In this case entire profit of Rs, 9000 resulting from the 
transfer of capital asset will be charged as balancing charge 
under section 41 (2) Therefore, capital gain in such case 
is nil. 


Rs. 62000 


5^000 

9000 


Ans. 

Sale price 

Less W. D. V. of the asset— 
Fair market value on 1.1.54 Rs. 60000 
Less Depxiciation allowed „ 13000 

Profit on Transfer 



CHAPTER VIII 

HEADS OF INCOME-(INCOME FROM OTHER SOURCES) 

As per Section 56 of the Act, all incomes which are not 
to be excluded from the total income shall be chargeable to 
income-tax under the head “Income from Other Sources* 
if they are not chargeable to income-tax under any other 
prescribed heads of income. 

Q. 96. What are the incomes which are chargeable 
under the head Income from Other Sources ? 

Ans. The following incomes shall he chargeable to 
Income Tax under this head, viz. 

(i) dividend ; 

(ii) income from machinery, plant or furniture 
belonged to the assessee and let on hire if the income is not 
chargeable to income tax under the head profits and gains 
of business or profession ; 

(iii) Where an assessee lets on hire any machinery, 
plant or furniture and building belonging to him and the 
letting of buildings is inseparable from the letting of the said 
machinery etc., The iocome from such letting shall be 
chargeable to income-tax under*this head provided it is not 
chargeable under the head ‘profits and gains of business or 
profession’. 

There are other items of income which are chargeable 
to income-tax under this head viz. 

(i) income from royality received by the authors of 
books or by the owners of the mines ; 

(ii) income from annuity created under a Will; 

(iii) income from sub-letting of houses or property ; 

(iv) income from ground rent; 

(v) income from fisheries, markets, ferries etc. ; 

(vi) income as Directors ; 
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(vii) income from agricultural land situated outside 
India ; 

(viii) income from vacant plot of land not attached to 

any building; 

(ix) income from bank interest or interest other than 
interest on security; 

(x) income from fees, commission etc. received by a 
person from another person other than his employer. 

Deductions Allowed : 

As per Section 57 of the Act, income chargeable under 
this head shall be computed after making the following 
deductions : 

(i) In case of dividend—any reasonable sum paid by 
way of commission or remuneration to a banker or to any- 
other person for the purpose of realising such dividend on 
behalf of the assessee ; 

(ii) In case of income from letting of machiosry, 
plant, etc. together with or without building— 

(a) current repairing charges to machinery, plant, 
furniture etc., if any ; 

(b) current repairing charges to the building, if any j 

{c) insurance premium paid for insurance of 

machinery, plant, building, etc. j 

(d) Depreciation of building, machinery, plant, 
furniture etc. 

(iii) Any other expenditure laid out or expended 
wholly or exclusively for the purpose of making or earning 
such income. It excludes expenditure of capital nature. 

Inadmissible Deductions: 

As per Section 58 of the Act. the following amount shall 
not be deductable in computing the income chargeable 
this head, viz., 

In case of an assessee— 

(i) any personai expenditure of the assessee ^ 
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(ii) any interest chargeable under this act which is 
payable outside India on which tax has not been paid or 
deducted and in respect of which there is no person in India 
who may be treated as an agent. (Interest on a loan issued 
for public subscription before the 1st day of April 1938 
shall, of course^ be allowed). 

(iii) Any payment which is chargeable under the head 
salary if it is payable outside India unless tax has been been 
paid thereon or deducted therefrom at source. 

In case of a Company— 

1. Any expenditure which results directly or indirectW 
in the provision af any remuneration or oenefit or amenity 

(a) a Director ; 

(b) a person who is substantially interested in the 
company ; 

(c) any relative of Director or of such person. 

2. Any expenditure in respect of any assets of the 
company used by 

(a) a Director ; 

(b) a person having substantial interst in the 
company ; 

(c) a relative of a Director or of such person either 
wholly or partly for his own purpose or benefit j 

3. Any allowance in respect of any assets of the 
company used by such person either wholly or partly for his 
own purpose or benefit. 

When, in the opinion of the I.T.O, any such of the 
expenditure or allowance on account of assets become 
excessive or unreasonble with the legitimate needs of the 
company and the benefit derived by or creating to the 
company therfrom, such expenditure on allowance will not 
be allowed. 
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METHOD OF ACCOUNTING 

For the purpose of computing total income under the 
head "Profits and gains for business or profession” and 
Income from other sources an assessee is at liberty to follow 
any system of accounting provided it is regularly followed 
by the assessee. Generally the following methods of account¬ 
ing are adopted by different assessee to compute their 
total income : 

(i) Cash Sy^stem 

(ii) Mercantile System 

(iii) Mixed System. 

-Cash System—Under this system accounts are kept on 
cash basis. Only cash transactions are recorded in the books 
of accounts. Credit transactions are not recorded. Outs¬ 
tanding expenses or accrued income are not also taken into 
account. Profit and loss account, therefore, is not charged 
with the income or expenditure unless those arc actually 
received on disbursed. Excess of actual receipt over actual 
disbursement is taken as the basis of computation of total 
income. Therefore, actual profit cannot be acertained 
under this system. 

Cash system may well be adopted by some professional 
•man such as Doctor, Lawyer, Accountant where all expen¬ 
ditures and incomes are made on cash basis. In certain 
cases cash system is usually followed by some non^trading 
concerm like club, school etc. where liquid fund of the 
concern is of great importance. 

If, however, any small trader keep his accounts on cash 
basis, the difference in the opening and closing stock should 
also be taken into account. 



STUDIES IN INCOME-TAX 


SOS 


Marcantile System—Under this system all the tran- 
sactions (both cash and credit) are recorded. It includes 
all outstanding expenses and accrued incomes of the 
relevant accounting period. It excludes incomes received 
in advance or prepaid expenditure to acertain the real 
profit or loss of the relevant period. Under this system 
provision will be made for bad debts and depreciation of 
assets used for earning the income. 

The profit nr loss acertained may not be actually 
realised or paid in cash. 

According to this system book entry will be made 
immediately a liabilily or claim is legally established even 
before any cash is actually paid or received in this respect. 
A deduction can also be claimed in respect of an establi¬ 
shed liability of the relevant accounting period although 
actual cash payment may be made at some future dates and 
the cost of discharging it may have to calculated by an 
estimate. 

In other words it may be said that accounts are kept 
under marcantile system on accrual basis. This system is 
suitably adopted by almost all businessman. 

Mixed System 

It is not a system at all. It is the mixture of both 
cash and marcantile systems. Under this system one set 
of accounts is kept on cash basis and another set on 
accrual basis. 

As the sales and purchases are effected mosity on both 
cash and credit, a few concerns keep their record of sales 
and purchases on marcantile method and other expenses and 
incomes on cash basis. 

Section 145 vl) of Act provides that income chargeable 
under the head “Profits and gains of business on profession’’ 
or income from other sources shall be computed in 
accordance with the method of accounting regularly 
employed by the assessee ; 
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From this provision it is clear that the method of 
accounting to be followed is left to the choice of the 
assessee. He may follow any method of accounting but the 
method must be regularly followed by him. 

The I.T.O. may, in certains cases, be satisfied about the 
correctness or completeness of the accounts of the 
assessee, but the method of accounts may be such that the 
income cannot be properly deduced thcreform, thus the 
computation shall be made upon such basis and in such 
manner as the I.T.O. may determine. 

Under Section 145 (2), if in any case, the I.T. 0. is not 

satisfied about the correctness or completeness of accounts 
of the assessee and.where no method of accounts is regularly 
employed by the assessee,the I.T.O. may make an assessment 
in the manner as provided in Section 144. In such cases the 
I.T.O. may make best judgement assessment in the manner 
provided in Section 144. 

The I.T.O., after taking into account all the relevant 
materials which he has gathered, shall make an assessment 
of the total income or loss to the best of his judgement and 
determine the sum payable by the assessee on the basis of 
such assesement. 

The words '‘in the opinion of the Income Tax officer,*' 
thrust upon the I.T.O. a legal duty to examine the methods 
of accounts in every case. Those words donot singnify any 
discretionary power of the I.T.O. 



CHAPTER X 

ASSESSMENT OF INDIVIDUAL 

Tax is payable on the income of a person. As per 
Section 2 (31) person includes— 

(i) an individual, 

(ii) a Hindu undivided family. 

(iii) a Company 

(iv) a firm 

Cv) an association of persons or a body of individuals 

(vi) a local authority 

(vii) an artificial judicial person. 

An individual is lable to pay tax on his total income. 
He may earn income not only as an individual but also as 
any one of the following positions :— 

(a) as a member of a Hindu Undivided Family 

(b) as a member of an Unregistered Firm 

(c) as a member of a Registered Firm 

(d) as a member of an Association of person 

(e) as a shareholder of a company. 

Hindu Undivided Family : The income of a H.U F. is 
assessed and taxed as a separate unit. After such taxation 
the balance of such income of the H.U.F. is distributed 
amongst the members. Therefore, when an individual 
member receives his share of income as member of the 
H.U.F. such an income will not be liable to tax. 

It will not be liable to tax even if the family income is 
not sufficient to become taxable. 

Personal earnings of any members of H.U.F. is, of 
course, taxable in the hands of the individual. 

Only the male member of a H.U.F. is entitled to share 
the income of H.U.F. provided it is governed by Mitakshara 
Law. Therefore, the income of a sole surviving male member 
of such family is assessable in his hand as individual. 
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Un-registered Firm : The income of an unregistered 
firm is assessable as a separate unit. An individual in the 
capacity of a partner of an registered firm is not liable ro 
tax for bis share of income of the firm, although such 
income will be included in his total income for the 
purpose of rate. In certain cases the income of the 
unregistered firm may be lower than the taxable minimum. 
In these cases the share of income of the individual member 
will, however, be taxable in his hand. 

Registered Firm : A registred firm is liable to pay tax 
as a separate unit only when its total income exceeds Rs. 
40000. A partner is also liable to be assessed for his share 
of income of the registered firm but he is, however, entitled 
to (i) a rebate of income tax on the amount of his share of 
income-tax paid by the firm ; 

(ii) a rebate of super-tax on the amount of the pro¬ 
portionate income-tax paid by the firm on its income from 
sources other than business. 

Association of Persons : The income of an association 
is assessable as a separate unit. There are individuals who 
are not liable to pay tax for their share of income of such 
association of persons, though such income will be included 
in the total income of the individuals. If the income of 
such association of person is lower than the taxable limit, 
the share of income of such association of persons will be 
then liable to tax in the hand of the individual. 

Company : An individnal may be a share-holder of a 
company and may earn dividend on his shares. The income 
of the company is liable to be assessed on the basis of its 
own income. Tax-paid by the company is the discharge of 
its own tax-liability. Therefore, share holder is also liable 
to pay tax on dividend it earns from the company. His 
income as dividend on his shares is taxable in his hands 
even though a portion of such profit of the company is 
derived from non taxable income of the company. 
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Q. 97. Sri S. Ghose, an officer of a private firm, draws 
a monthly salary or Rs, 1600 per month. The other parti¬ 
culars regarding his income during the year ended 31st 
March 1965, arc stated below. Compute the 'total income* 
and 'exempted income’ of Sri Ghose for the assessment 
year 1965-66. 

1. His contribution to a recognised Provident Fund is 
equal to 12i% of his salary and his employer’s contribution 
is equal to that. 

2. He is provided with a free-furnished house in 
Calcutta. 

3. The cost of education of his son at Sibpur amounting 
to Rs. 150 is entirely borne by the employer. 

4. He is provided with a car entirely for his official 
duties and the annual expenses and depreciation of car 
amounts to Rs. 1200. 

5. He paid Rs. 500 as his life insurance premium on a 
policy of Rs. 45000. 

6. The wages of a ‘Mali’ amounting to Rs. 60 p. m. for 
the proper upkeep of his house is paid by his employer. 

7. He received full year’s interest on 5% Govt. Securi¬ 
ties. of the value of Rs. 40000 but bank charged 2% as cost 
for collection of interest on securities. 

8. His account is also credited with a bank interest 
of Rs. 450. 

9. He had a house in Patna. The house was let out 
at a monthly rent of Rs. 200. The house was constructed 
in 1963. He paid Rs. 360 as municipal tax for the house. 
The other expenses in connection with his house property 
are {a} fire insurance premium Rs. 100, (b) Ground rent 70 
(c) Interest on loan on mortgage of such house Rs. 150. 

10. He received Rs. 240 (grossed up) as dividend on a 
share of company and royalty of books Rs, 600. 
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Ans. 

Total income of Sri Ghose for the assessment year. 

1964-65 

1. Income form Salary 

Salary @.Rs. 1600 p.m. Rs. 19,200 

Cost of son's education borne 
by the employer @ 150 p.m. „ 1,800 

Value of free-furnished house 

(12^% of Rs. 21000) „ 2,625 

Employer’s contribution to RP.F. 

( in excess of 10% of salary ) « 480 


Rs. 24,105 


2. Income for interest on securities 



5% of Rs. 4C000 

Rs. 

2000 

Less 

Cost of collection 2% 


40 

3. 

Income from house Property 
Annual value of the house 

Rs. 

2400 

Less 

50% of municipal tax 


180 

Less 

Statutory deduction 

>» 

2,220 

600 

Less 

Repairing charge (-^ of 

W 

1620 


1,960 


the above value) Rs. 270 
Fire insurance premium „ 100 
Ground rent 

Interest on Mortgage 


« 70 

« 150 


Income from other sources 

Rs. 590 

1,030 

Dividend on share 

Rs. 240 


Royalty of book 

„ 600 


Interest on bank-deposit 

« 450 

1,290 


Total income form all sources 


Rs, 28,385 
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Notes(i) Value of car provided for official duties 
shall be taken as (nil) 

(ii) Wages of ‘Mali’ paid by employer for the proper 
up-keep of the house shall not be included in his total 
income. 

(iii) Value of free furnished house ssl2i% of (19200 
+1800) 

(iv) As the house was constructed in 1963, statutory 
deduction is allowed to the extent of 50% of the Annual 
Value as reduced by municipal tax or Rs. 600. whichever 
is less. 

Rebate 

On Provident fund Contribution 
(employer’s own) 

On Life insurance premium 


Rs. 2400 

. 450 
Rs 2850 



CHAPTER XI 
EXEMPTIONS 

There arc certain types of income which are totally 
exempt from tax as per Sections 10 to 13 of the Income- 
Tax Act, 1961. These are not to be included in the total 

income of the asseggec. These are placed under the head 

“Exemption”. Income-Tax Act allows certains categories 
of income to be exempted from income-tax and super-tax 
but are to be included in the total income for the purpose 
of rate. These types of incomes are placed under "Rebates 
and Reliefs”. These types of incomes are included in the 
"total income*, of the assessce but the assessee is allowed 
relief ahd rebates at an average rate applicable to the above 
“total income”. 

Any income falling within any of the following 
clauses of Sections shall not be included in the total 
income. 

(1) Agricultural Income ;—Any rent or revenue 
derived from land used for agricultural process or income 
derived from such land by performance of agricultural 
process. 

(2) Income received as a member of a Hindu undivided 
family :—Any sum received by an individual as a member 
of a Hindu undivided family, where such sum has been paid 
out of tJie income of the family, or, in the case of any 
impartible estate, where such sum has been paid out of the 
income of the estate belonging to the family ; 

(3) Casual and Non-Recurring Income :—Any 
receipts which are of a casual and non-recurring nature, 
unless they arc— 

(i) capital gains, chargeable under the provision of 
Section 45; or 
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(ii) receipts arising from business or the exercise of a 
profession or occupation ; or 

;m) receipts by way of addition to the remuneration 
of an employee ; 

(4) Income of a non-Rcsident from Interest on certain 
bonds :— [i) In the case of a non-resident, any income from 
interest on, or from premium on the redemption of any 
bonds issued by the Central Government under a loan 
agreement between the Central Government and the 

International Bank for Reconstruction and Development 

or the Development Loan Fund of the United States of 
America or fu) Income from interest or premium on bonds 
issued by any industrial undertaking or financial corporation 
in India under a loan agreement with the said Bank or Fund, 
as the case may be, which is guaranteed by the Central 
Grovernmsnt. 

(5) Value of Travel concessioi :—Subject to such 
conditions as the Central Government may prescribe, the 
value of any travel concession or assistance received by or 
due to any person, being a citizen of India, from his 
employer for himself, his wife and children, in connection 
with his proceeding on leave to his home-district in India ; 

(6) Certain Incomes of an individual who is not a 
citizen of India (Foreign Diplomats and thier staff) :—ft) 
Subject to such conditions as the Central Governnmet may 
prescribe, passage moneys or the value of any free or 
concessional passage received by or due to such individual 
from his employer for himself, his wife and children, 
in connection with his proceeding on home leave out oj 
India ; 

(«) The remuneration received by him as ambassador, 
high commissioner, envoy, minister, charge d* affaires 
commissioner, counsellor or the secretary, adviser or attache 
of an embassy, high commission, legation or commission of c 
foreign State^ for service in such capacity ; 
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(tti) The remuneration received by him as a consul de 
carriere, whether called a consul-general, consul, vice- 
consul, consular agent, pro-consul or by any other name, 
of a foreign State for service in such capactiy 

{iv) The remuneration received by him as a trade 
commissioner or other official representative in India of the 
Government of a foreign State (not holding office as such in 
an honorary capacity), if the remuneration of the correspon¬ 
ding officials, if any, of the India Government enjoys a 
similar exemption in that country ; 

(v) Tnc remuneration received by him as a member of 
the staff of any of the officials referred to in clause (n), 
or clause (iv), if the member— 

{a) is a subject of the country represented ; 

[h) is not engaged in any business or profession or 
employment in India otherwise than as a member of such 
staff ; and further, where the individual is a member of the 
stafif of any official referred to in clause (iv), if the country 
represented has made corresponding provisions for similar 
exemptions in the case of members of the staff of the corres¬ 
ponding officials of the Government of India. 

(vi) The remuneration received by him as an employee 
of a foreign, enterprise for services rendered by him during 
his stay in India, provided the following conditions are 
fulfilled— 

(a) The foreign enterprise is not engaged in any trade 
or business in India ; 

(b) His stay in India does not exceed in the aggregate 
of a period of ninety days in such previous year ; and 

(c) Such remuneration is not liable to be deducted 
from the income of the employer chargeable under this Act; 

(vii) The remuneration due to or received by him 
chargeable under the head ‘‘Salaries'^ for services rendered as 
a technician in the employment of the Government or of a 
local authority or of any corporation set up under any 
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special law or in any business carried on in India, if he was 
not resident in any of the four financial years immediately 
preceding the financ ial year in which he arrived in India to 
the extent mentioned below— 

(fl) Where his contract of service was approved by 
the Central Government before the commencement of his 
service— 

(i) In the case of a technician who has special know¬ 
ledge and experie.ice in industrial or business management 
techniques, such remuneration due to or received by him 
during the period of six months commencing from the date 
of his arrival in India ; 

(n) In the case of any other technician, such remu¬ 
neration due to or received by him during the 36 months 
commencing from the date of his arrival in India, and where 
any such person continues to remain in employment in India 
after the expiry of the 36 months aforesaid and the tax on 
his income chargeable under the head “Salaries” is paid by 
the employer to the Central Government, the tax so 
paid by the employer for a period not exceeding 24 months 
following the expiry or the 36 months aforesaid ; 

\b) In any other case, not being the case of a 
technician who has special knowledge and experience in 
industrial or business management techniques, such 
remuneration due to or received by him for the period of 
365 days in all commencing from the date of his arrival in 
India. 

Explanation :—“Technician” means a person having 
specialised knowledge and experience in— 

(i) constructional or manufacturing operations, or in 
mining or in the generation or distribution of electricity or 
any other form of power, or 

Hi) industrial or business management techniques ; 
who is employed in India in a capacity in which such 
specialised knowledge and experience are actually utilised ^ 
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(mu) Any income chargeable under the head "Salaries'* 
received by or due to any such individual being a non¬ 
resident as remuneration for services rendered in connec¬ 
tion with his employment on a foreign ship where his total 
stay in India does not exceed in the aggregate a period of 
ninety days in the previous year ; 

(7) Allowances and perquisites of a citizen for foreign 
services :—Any allowances or perquisites paid or allowed 
as such out'side India by the Government to a citizen of 
India for rendering service outside India ; 

(8) Income in connection with any Co-operative 
Technical Assistance Programmes :—In the case of an 
individual who is assigned to duties in India in connection 
with any co-operative technical assistance programmes and 
projects in accordance with an agreement entered into by 
the Central Government and the Government of a foreign 
State. 

{a) The remuneration received by him directly or 
indirectly from the Government of that foreign State for 
such duties, and 

(b) Any other income of such individual which 
accrues or arises outside India, and is not deemed to accrue 
or arise in India, in respect of which such individual is 
required to pay any income or social security tax to the 
Government of that foreign State ; 

(9) Income of any member of the family of any indivi¬ 
dual engaged in executing Co-operative Technical 
Assiastnce Programme :—The income of any member of 
the family of any such individual as referred to in clause 
(8) accompanying him to India, which accrues or arises 
outside India, and is not deemed to accrue or arise in 
India, in respect of which such member is required to pay 
any income or social security tax to the Government of 
that foreign State ; 
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(10) Death-cum-retirement Gratuity :—Any death- 
cum-rertirement gratuity received under the revised Pension 
Rules of the Central Government or under any similar 
scheme of a State Government, a local authority or a 
corporation established by a Central, State or Provincial 
Act or any payment of retiring gratuity received after the 
first day of June 1953 under the New Pension Code 
applicable to the members of the Defence Services ; or any 
other gratuity rot exceeding one-half month's salary for 
each year of completed service, calculated on the basis 
of the average salary for the three years immediately 
preceding the year in which the gratuity is paid, subiect to 
a maximum of Rs. 24,000 or 15 m».niths' salary so calculated, 
whichever is less ; 

(11) Payment from a Statutory Provident fund ;— 
Any payment from a provident fun :1 to which the provident 
Funds Act, 1925 applies ; 

(12) The accumulated balance of Recognised 
Provident Fund due— 

The accumulated' balance due and and becommg pay¬ 
able to an employee participating in i recognised provident 
fund, to the extent provided in Rule 8 of Part A of the 
Fourth Schedule : 

(13) The payment from an Approved Super-annution 
Fund— 

Any payment from an apporved super-annuation fund 
made on the death of a beneficiary or in lieu of or in 
commutation of an annuity, or by way of refund of 
contributions on the death of a beneficiary : 

(14) Special Allowance or Benefit-— 

Any special allowance or benefit, not being in the nature 
of an entertainment allowance or other perquisite within 
the meaning of clause (2) of section 17, specifically granted 
to meet expenses wholly, necessarily and exclusively, 
incurred in the performance of the duties of an. office or 
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employment cf profit, to the extent to which such expenses 
are actually incurred for that purpose : 

(15) Payment on Annuity Certificates and Interest 
on certain Govt. Securities etc. 

(i) Monthly payment on the 15 Year Annuity Certifi¬ 
cates issued by or under the authority of the Central 
Government or such other annuity certificates issued by or 
under the authority of that Government. 

(ii) Interest on Treasury Savings Deposit Certificates 
Post Office Cash Certificates, Post Office National Savings 
Certificates, National Plan Certificates, Twelve Year 
National Plan Savings Certificates and such other certi¬ 
ficates issued by the Central Government and Interest on 
Deposits in Post Office Savings Banks. 

(in) Interest on securities held by the Issue Depart¬ 
ment of the Central Bank of Ceylon constituted under 
the Celyon Monetary Law Act. 1949. 

(ir) Interest payable— 

(a) by Government or a local authority on moneys 
borroued by it from sources outside India ; 

(b) by an industrial undertaking in India on moneys 
borroued by if under a lean agreement entered into with any 
such financial instituticn in a foieign country as may be 
approved in this behalf by the Central Government by 
general or special order. 

(c) by an industrial undertaking in India on any 
mcneys berreued or dtbt ifxuntd by it in a foreign country 
in respect of the purchase outside India of raw materials or 
capital plant and machinery, in any case where the loan or 
debt IS appicved by the Central Government, having regard 
to Its terms generally and in particular to the terms of 
its repayment *, 

(16) Scholarship[^for education— 

Scholarships, granted to meet cost of education } 
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(17) Daily Allowance of M. P., M. L. A. flc M* L C. 
etc.—Any daily allowance received by any person by reason 
of his membership of Parliament or of any State Legislature 
or of any Committee thereof ; 

(18) Gallantry awards—Any payment made, whether 
in cash or in kind, by the Central Government or any State 
Government in pursuance of gallantry awards instituted or 
approved by the Central Government; 

(19) Privy purse— Any ammount received by the 
Ruler of an Indian State as privy purse uuder article 291 of 
the Constitution ; 

(20) The Income of a Local Authority—The income 
of a local authority which is chargeable under the head 
"Interest on securities”, “Income from house property”, 
“Capital gains” or "Income from other sources” or from a 
trade or busniness carried on by it which accrues or arises 
from the supply of a commodity or service within its own 
jurisdictional area ; 

(21) The Income of a Scientific Research 
Association—Any income of a scientific research 
associatian for the time being approved for the purpose of 
clause (m) of sub-section (1) of Section 35 which is 
applied solely to the purposes of that association : 

(22) The Income of a University or other educational 
Institution—Any income of a University or other educa¬ 
tional institution, existing solely for educational purposes 
and not for purposes of profit •, 

(23) The Income of an Association on Institution 
for games and sports—Any income of an association or 
institution established in India having as its object the 
control, supervision, regulation or encouragement in India 
of the games of cricket, hockey, foot-ball, tennis or such 
other games or sports as the Central Govenment may 
specify in this behalf from time to time by notification in 
Official Gazette ; 
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Provided that^— 

(it) the association or institution applies its income, or 
accumulates it for application, solely to the objects for 
which it is established ; 

(ti) no part of the income of the association or institu 
tion is distributed in any manner to its members except as 
grants to any association or institution affiliated to it . and 

(m) the association or institution is, for the time being, 
approved for the purpose of this clause by the Central 
Government by general or special order ; 

(24) The Income of a registered Trade union—Any 
income chargeable under the head “Interest on securities”. 
'Tncome from house property” and “Income from other 
sources” of a registered union within the meaning of the 
Indian Trade Unions Act. 1926, formed primarily for the 
purpose of regulating the relation between workmen and 
employers or between workmen and workmen ; 

(25) Interest on securities or Capital gains on the 
transfer of such securities held by any statutory Provident 
Fund—(t) Interest on securities which arc held by. or 
are the property of, any provident fund to which the Provi¬ 
dent Funds Act. 1925, applies, and any capital gains of the 
fund arising from the sale, exchange or transfer of such 
securities, 

(iz) Any income received by the trustees on behalf of a 
recognised provident fund ; 

(tit) Any income received by the trustees on behalf 
of an approved super-annuation fund ; 

(26) Income of a member of a Schedule Tribe In 
the case of a member of a Scheduled Tribe who is not in the 
service of Government. 

Any income which accrues or arises to him. 

(o) from any source in the area or Union Territories 
afore-said, or 

(b) by way of dividend or interest on securities. 
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As per Section 11. of the Act Income from Property 
held for charitable or religious purposes, is not to be 
included in the total income. 

Subject to the provisions of sections 60 to 63, the 
following income shall not be included in the total income 
of the previous year of the person in receipt of the 
income— 

(a) Income derived from property held under trust 
wholly for charitable or religious purposes, to the extent to 
which such income is applied to such purposes in India ; 
and any accumulated income not in excess of twenty-five per 
cent, of the income from the property or rupees ten 
thousand, whichever is higher ; 

(b) Income derived from property held under trust in 
part only for such purposes, to the extent to which such 
income is applied to such purposes in India , and any 
income set apart not in excess of twenty-five per cent of 
the income frem the property held under trust in part ; 

Income from property held under trust— 

(V created on or after the 1st day of April, 1952, for 
a charitabe purpose which tends to promote international 
welfare in which India is interested, to the extent to which 
such income is applied to such purposes outside India, and 
(if; for charitable or religious purposes, created before 
the 1st day of April, 1952, to the extent to which such 
income is applied to such purpose s outside India •, 

Provided that the Board, by general or special order, 
has directed in either case that it shall not be included in 
the total income of the person in receipt of such income. 

Explanation.—For the purpose of clauses (<*) and (b), in 
computing twenty-five per cent, of the income from any 
such property as is referred to in the said clauses for any 
previous year, the income from such property for the year 
immediately preceding the previous year may be adopted, if 
that income is higher than the income for the previous year. 
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Income of trusts or institutions from voluntary contri* 
butions is not to be included in the total income. 

As per Section 13, (1) any income of a trust for 
charitable or religious purposes or of a charitable or 
religious institution derived from voluntary contributions 
and applicable solely to charitable or religious purposes 
shall not be included in the total income of the trustees 
or the institution, as the case may be. 

Income from any property held under trust for private 
religious purposes and the income of a trust for charitable 
purpose or Charitable Institution. 

As per Section 13, nothing contained in Section 11 shall 
operate so as to exclude from the total income of the 
previous year of th^ person in receipt thereof— 

(a) Any part of the income from the property held 
under a trust for private religious purposes which does not 
enure for the benefit of the public ; 

(b) In the case of a trust for charitable purposes or a 
charitable institution created or established after the 
commencement of this Act, any income thereof. 

(t) if the trust or institution is crerted or established for 
the benefit of any particular religious community or caste{ or 

(it) if under the terms of the trust or the rules govern¬ 
ing the institution any part of such income enures directly 
or indirectly for the benefit of the author of the trust or 
the founder of the instiution or any relative of such author 
or founder, and, where the author of the trust or the foun¬ 
der of the institution is a Hindu undivided family, any part 
of such income enures directly or indirectly for the benefit 
of any member of the Hindu undivided family or any 
relative of any member of the family. 

Explanation 1.—For the purposes of sections 11 and 12 
and this section “trust” includes any other legal obligation 
and for the purposes of this section “relative** also includes 
a lineal descendant of a brother or sister. 

15 
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Explanation 2.—A trust or institution created or establi¬ 
shed for the benefit of Scheduled Castes* backward classes^ 
Scheduled Tribes or women and children shall not be 
deemed to be a trust or institution created or established 
for the benefit of a religious community or caste within the 
meaning of sub-caluse (i) of clause (b) of this section. 

The following income shall be chargeable to income-tax 
head “Salaries”— 

(a) any salary due from an employer or a former 
employer to an assessee in the previous year, whether paid 
or not; 

(b) any salary paid or allowed to him in the previous 
year by or on behalf of an employer or a former employer 
though not due or before it became due to him j 

(c) any arrears of salary paid or allowed to him in the 
previous year by or on behalf of an employer or a former 
employer, if not charged to income-tax for any earlier 
previous year. 

Explanation,—For the removal of doubts, it is hereby 
declared that where any salary paid in advance included 
in the total income of any person for any previous year it 
shall not be included again in the total income of the 
person when the salary becomes due. 

The income chargeable under the head ‘^Salaries” 
shall be computed after making the following deductions, 
namely :— 

(i) any amount not exceeding five hundred rupees, 
expended by the assessee on the purchase of books 
and other publications necessary for the' purpose of his 
duties ; 

(n) in respect of any allowance in the nature of an 
entertainment allowance specifically granted to the assessee 
by his employer— 

(a) in the case of an assessee who is in receipt of a 
salary from the Government, a sum equal to one-fifth of his 
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salary (exclusive of any allowance, benefit or other perqui¬ 
site) or five thousand rupees, whichever is less and; 

(h) in the case of any other assessee who is in receipt 
of such entertainment allowance and has been continuously 
in receipt of such entertainment allowance regularly from 
his present employer from a date before the 1st day of 
April. 1955, the amount of such entertainmet allowance 
regularly received by the assessee from his present employer 
in any previous year ending before the 1st day of April. 
1955, or a sum equal to one-fifth of his salary (exclusive of 
any allowance, benefit or other perquisite) or seven 
thousand five hundred rupees, whichever is the least ; 

(hi) any amount paid by the assessee in respect of 
taxes on professions, trades, callings or employments levied 
under any State or Provincial Act; 

[iv) where the assessee is not in receipt of a convey¬ 
ance allowance, whether as such or as part of his salaty, 
and owns a conveyance which is used for the purposes of 
his employment, such sum as the Income-tax Officer may 
estimate in respect ot such not as representing the 
expenditure incurred by him in its maintenance and as 
representing its normal wear and tear ; 


Incomes Forming Part of Total Income on Which 
No Income-Tax Is Payable 

Income of co-operative societies.— 

As per Section 81, Income-tax shall not be payable by 
a co-operative society— 

(i) in respect of the profits and gains of business carried 
on by it, if it is— 

(a) a society engaged in carrying on the business of 
banking or providing credit facilities to i s members ; or 

(b) a society engaged in a cottage industry ; or 
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(c) a society engaged in the marketing of the 
agricultural produce of its members ; or 

id) a society engaged in the purchase of agricultural 
implements, seeds^ livestock or other articles intended for 
agriculture for the purpose of supplying them to its 
members; or 

(e) a society engaged in the processing without the 
aid of power of the agricultural produce of its members , or 
if) a primary society engaged in supplying milk raised 
by its members to a federal milk co-operative society 

Provided that, in the case of a co-operative society which 
is also engaged in activities other than those mentioned in 
this clause, nothing contained herein shall apply to that 
part of its profits and gains as is atributablc to such activi¬ 
ties and as exceeds fifteen thousand rupees ; 

(it) in respect of so much of the Profits and gains of 
business carried on by it as does not exceed fifteen thousand 
rupees, if it is a co-operative society other than a co¬ 
operative society referred to in clause (0 ; 

(tit) in respect of any interest and dividends derived from 
its investments with any other co-operative society ; 

(iv) in respect of any income derived from the letting 
of godowns or warehouses for storage, processing or facilita- 
ing the marketing of commodities ; 

(v) in respect of any interest on securities chargeable 
under Section 18 or any income from property chargeable 
under Section 22, where the total income of 'the co¬ 
operative society does not exceed twenty thousand rupees and 
the society is not a housing society or an urban consumer s 
society or a society carrying on transport business or a society 
engaged in the performance of any manufacturing opera¬ 
tions with the aid of power i 

provided that nothing contained in this section shall 
apply to a co-operative society carrying on insurance 
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business in respect of the profits and gains of that business 
computed in accordance with Section 44. 

Explanation, —For the purposes of this section^ “an 
urban consumer’s co-operative society” means a society for 
the benefit of the consumers within the limits of a 
municipal corporation, municipality, municipal committee, 
notified area committee, town area or cantonment. 

Dividends from co-operative society. 

As per Section 82 Income-tax shall not be payable 
by an assessee, who is a member of a co-operative society in 
respect of any dividends received by him from the socieiy. 

Income of marketing society. 

As per Section 83 Income-tax shall not be payable by 
an assessee, which is an authority constituted under any 
law for the time being in force for the marketing of 
commodities, in respect of any income derived from the 
letting of godownSt warehouses for storage, processing or 
facilitating the marketing of commodities. 

Income of newly established industrial uudertakings 
•r hotels. 

As per Section 84 save as otherwise hereinafter 
provided, Income-tax shall not be payable by an assessee 
on so much of the profits or gains derived from any 
industrial undertaking or hotel to which this section 
applies as do not exceed six per cent, per annum on the capital 
employed in the undertaking or hotel, computed in the 
prescribed manner. 

(2) This section applies to any industrial undertaking 
which fulfils all the following conditions, namely 

(i) it is not formed by the splitting up. or the 
reconstruction of. a business already in existence ; 

(tt) it is not formed by the transfer to a new business 
of a building, machinery or plant previously used for any 
purpose ; 
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(m) it has begun to manufacture or produce articles 
in any part of India at any time within a period of eighteen 
years from the 1st day of April, 1948, or such further period 
as the Central Government may, by notification in the 
Official Gazette specify with reference ro any particular 
industrial undertaking : 

(tv) it employs ten or more workers in a manufacturing 
process carried on with the aid of power, or employs 
twenty or more workers in a manufacturing process carried 
on without the aid of power. 

(3) This section applies to any hotel which— 

(a) starts functioning on or after the first day of April, 
1961, and is not formed by the splitting up. or the 
reconstruction of, business already in existence or by the 
transfer to a new business of building, machinery or plant 
previously used for any purpose : 

(fe) is owned and run by a company registered in India 
with a paid-up capital of not less than five hundred 
thousand rupees ; 

(c) is run in premises which are owned by the 
company } 

(d) has such number and types of guest rooms and 
provides such amenities as may be prescribed, having regard 
to the population and the tourist importance of the place 
in the hotel is located ; and 

(e) is for the time being approved for the purpose of this 
sub-section by the Central Government. 

Dividend from new industrial undertaking or hotel. 

As per Section 85. Subject to any rules that may be 
made by the Board in this behalf, income-tax shall not be 
f payable by a shareholder in respect of so much of any 
* divid end paid or deemed to be paid to him hy an industrial 
undertaing or a {hotel to which Section 84 applies as is 
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attributable to that part of the profits or gains on which 
income-tax is not payable under Section 84. 

Other incomes forming part of the total income but on 
which no income-tax is payable. 

As per Section 86 Income-tax shall no*" be payable by 
an assessee in respect of the following— 

a) the interest due on any security of the Central Govern¬ 
ment issued or declared to be income-tax free ; 

(ii) the interst due on any security of a State Government 
issued income-tax free, the income-tax whereon is payable 
by the State Government; 

iiii) if the assessee is a partner of an unregistered firm, 
any portion of the assessee's share in the profits and gains of 
the firm computed in the manner laid down in Section 67 on 
which income-tax has already been paid by the firm ; 

(zV) if the assessee is a partner of a registered firm, the 
amount which represents the difference between — 

(a) the assessee*s share in the total income of the firm, and 

{b) his share in such total income as reduced by 
the Income-tax, if any, payable by the firm, the shares in 
either case being computed in the manner laid down in 
Section 67 : and 

(v) if the assessee is a member of an assocition of persons$ 
or a body of individuals other than a Hindu undivided 
family, a company or a firm, any portion of the amount which 
he is entitled to receive from the association or body on 
which Income-tax has already been paid by the association 
or body. 



CHAPTER XII 
REBATES AND RELIEFS 

A —Rebate of Income-tax 

Rebate on life insurance premia, annuities and con¬ 
tributions to provident fund, ect. 

As per Section 87 (1) subject to the provisions of this 
section, the assessee shall be entitled to a deduction, from 
the amount of income-tax on his total income with which 
he is chargeable for any assessment year, of an amount 
equal to the income-tax calculated at the average rate of 
income-tax on the following sums, namely ;— 

(a) where the assessee is an individual, any sums paid 
in the previous year by the assessee out of his income 
chargeable to tax— 

(il to effect or to keep in force an insurance on the hfe 
of the assessee or on the life of the wife or husband of the 
assessee ; or 

(n) to effect or to keep in force a contract for a deferred 
annuity on the life of the assessee or on the life of the wife 
or husband of the assessee : or 

(ill) as a contribution to any provident fund to which the 
Provident Funds Act. 1925 applies ; 

(h) where the assessee is a Hindu undivided family, 
any sums paid in the previous year by the assessee out of 
its income chargeable to tax, to effect or to keep in force 
an insurance on the life of any male member of the family or 
of the wife of any such member ; 

(c) any sum deducted in the previous year from the 
salary payable by or on behalf of the Government to any 
individual, being a sum deducted in accordance with the 
conditions of his service, for the purpose of securing to him 
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a deferred annuity or making provision for his wife or 
children, in so far the sum so deductedd oes not exceed 
one-fifth of the salary ; 

(d) if the assessee is an employee participating in a 
recognised provident fund, his own contributions to his 
individual account in the fund in the previous year, to the 
extent provided in rule 7 of part A of the Fourth 
Schedule ; 

(e) if the assessee is an employee participating in an 
approved super-annuation fund, any sum paid in the previous 
year by him by way of contribution toivards the super-annua- 

tion fund. 

if) where the assessee is an individual, any sums 
deposited in the previous year by the assessee out of his 
income chargeable to tax, in a ten-year account or a 
fifteen year account under the Post Office Savings Bank 
(Cumulative Time Deposits) Rules. 1959, as amended from 
time to time. 

(2) The provisions of clauses (a) and (b) of sub-section 
(1) shall apply only to so much of any premium or other 
payment made on a policy other than a contract for a 
deferred annuity as is not in excess of ten per cent, of the 
actual capital sum assured. 

Explanation—In calculating any such capital sum, no 
account shall be taken— 

(i) of the value of any premiums agreed to be returned 
or 

(n) of any benefit by way of bonus or otherwise over 
and above the sum actually assured, which is to be or may 
be received under the policy by any person. 

(3) the aggregate of the sums in respect of which a 
deductibn of Income-tax is allowed under sub-section (1) 
shall not exceed— 
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(«) in the case of an individual being an author, play- 
wright, artist, musician or actor, such percentage of his 
total income or such amount as may be prescribed ; 

(ft) in the case of any other individual twenty-five 
per cent, of the total income or [ten thousand rupees], 
whichever is less ; 

(m) in the case of a Hindu undivided family, twenty- 
tivc per bent, of its total income or twenty thousand 
rupees, whichever is less. 

Donations for charitable purposes. 

As per section 88 (I) subject to the provisions of this 
sections, assessee shall be entitled to a deduction from the 
amount of Income-tax on his total income with which 
he is chargeable for any assessment year of an amount 
equal to the Income-tax calculated at the average rate of 
Income-tax on any sums paid by him in the previous year— 

ii) as donations to the National Defence Fund set up 
by the Central Government ; or 

(«) as donations to any other fund or any instiutioii to 
which this section applies •, or 

(m) as donations to Government or to any local 
authority made on or after the 1st April, 1960, to be utilised 
for any charitable purpose. 

(2) No deduction shall be made under sub-section (I) 
if the aggregate of the sums paid as aforesaid by the assessee 
is less than two hundred and fifty rupee.s. 

(3) No deduction shall be made under sub-section (/) 
in respect of any sums paid in excess of seven and a half 
per cent, of the assessee's total income as reduced by any 
portion thereof on which income-tax is not payable 
by any amount in respect of which a deduction oi 
Income-tax has been granted, or one hundred and fifty 
thousand rupees, whichever is less : This limit has been 



BEBATE6 AND BELIEFS 


235 


raised to 10% or Rs, 2,00,000 since the assessment year 
1963-64. 

(4) The amount of Income-tax deductible under this 
section, together with the amount of super-tax deductible 
under section 100 shall not in any case exceed half the 
aggregate of the donations in respect of which the deduc¬ 
tion is allowed under this section. 

(5) This section applies to donations to any institu* 
tion or fund referred to in clause (n) of sub-section (/) only 
if it is established in India for a charitable purpose and if 
it fulfils the following condition, namely :— 

(0 if the institution or fund derives any income, such 
income would not be liable to inclusion in its total income 
under the provisions of Sections 11 and 12 or clause (22) of 
Section 10 ; 

(ii) the instrument under which the institution or 
fund is constituted does not, or the rules governing the 
institution or the fund do not, contain any provision for the 
transfer or application at any time of the whole or any part 
of the income or assets of the institution or fund for any 
purpose other than a charitable purpose : 

(Hi) the institution or fund is not expressed to be 
for the benefit of any particular religious community or 
caste y 

(tv) the institution or fund maintains regular accounts 
of its receipts and expenditure ; and 

(v) the institution or fund is either constituted as a 
public charitable trust or is registered under the Societies 
Registration Act, 1860, or under any law corresponding to 
that Act in force in any part of India or under Section 25 of 
the Companies Act, 1956, or is a university established by 
law, or is any other educational institution recognised by 
the Government or by a university established by law, oi 
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affiliated to any university established by law or is an institu¬ 
tion financed wholly or in part by the Government or a 
local authority, 


Relief of Income-Tax 

Releif when salary, interest on securities ect., is paid 
in arrears or in advance. 

(2) As per Section 89 where, by reason ot any portion 
of an assessee’s salary being paid in arrears or in advance or 
by reason of his having received in any one financial year 
salary for more than twelve months or a payment which 
under the provisions of clause (3) of Section 17 is a profit in 
lieu of salary^ his income is assessed at a rate higher than 
that at which it would otherwise have been assessed, the 
Commissioner may, on an application made in this behalf by 
the assessee, grant such relief as he considers appropriate. 

(2) Where, by reason of any portion of income from 
interest on securities being received in arrears^ an assessce’s 
total income is assessed at a rate higher than that at which 
it would otherwise have been assessed, the Commissioner 
may, on an application made in this behalf by the assessee, 
grant such relief as he considers appropriate. 



INCOME-TAX AND SURCHARGE ON INCOME-TAX 

In the case of every individual or Hindu Undivided 
Family or Unregistered Firm or other Association of 
Persons or body of Individual, whether iocorporated or 
not, or every artificial Judicial Person referred to in sub¬ 
clause (vii) of clause (31) of Section 2 of the Income-tax 
Act, not being a case to which any other Paragraph of this 
Part applies— 

Rates of Income-tax 


(1) where the total 

income does not exceed Rs. 
5,000 

(.2) where the total in¬ 
come exceeds Rs. 5,000 but 
does not exceed Rs. 10,000 

(3) where the total in¬ 
come exceeds Rs. 10,000 but 
does not exceed Rs, I'^.OOO 

(4) where the total in¬ 
come exceeds Rs. 15,000 but 
does not exceed Rs. 20,000 

(5) where the total in¬ 
come exceeds Rs, 20,000 but 
does not exceed Rs, 25000 

(6) where the total in¬ 
come exceeds Rs, 25,000 but 
does not exceed Rs, 30.000 

(7) where the total in¬ 
come exceeds Rs. 30,000 but 
does not exceed Rs. 5,0000 

(8) where the total in¬ 
come exceeds Rs. 50,000 but 
does not exceed Rs. 70,000 

(9) where the total in¬ 
come exceeds Rs. 70,000 


5% of the total income 

Rs. 250 plus 10% of the 
amount by which the total 
income exceeds Rs. 5.000 
Rs. 750 plus 15% of the 
amount by which the total 
income exceeds Rs. 10,000 
Rs. 1500 plus 20% of the 
amount by which the total 
income exceeds Rs. 15,0000 
Rs. 2,500 puls 30% of the 
amount by which the total 
income exceeds Rs. 20:000 
Rs. 4,000 plus 40% of the 
amount by which the total 
income exceeds Rs. 25,000 
Rs. 6,000 plus 50% of the 
amount by which the total 
income exceeds Rs. 30,000 
Rs. 16000 plus 60% of the 
amount by which the total 
income exceeds Rs. 50,000 
Rs. 28,000 plus 60% of the 
amount by which the total 
income exceeds Rs. 70,000 
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Provided that for the purposes of this pargraph, in the 
case of a person, not being a non-resident— 

(i) no income-tax shall be payable on a total income 
not exceeding the following limit namely :— 

(a) Rs. 6000 in the case of every Hindu undivided 
family which as at the end of the previous year satisfies 
either of the following two conditions, namely :— 

(i) that it has atleast two members entitled to claim 
partition who are not less than eighteen years of age ; or 

(ii) that it has at least two members entitled to claim 
partition who are not lineally descended one from the other 
and who are not lineally descended from any other living 
member of the family ; 

(b) Rs. 3000 in every other case ; 

(ii) where such person is an individual or a Hindu 
undivided family, inconie-tax computed at the rate herein¬ 
before specified shall be reduced by so much of the amount 
specified hereunder, as does not exceed the amount of 
income-tax so computed :— 

(a) Rs. 100 in the case of an unmarried individual : 

(b) Rs. 175 in the case of married individual who 
has no child wholly or mainly dependent on him or a Hindu 
individed family which has no minor coparcener : 

(c) Rs. 195 in the case of a married individual who 
has one child wholly or mainly dependent on him or a 
Hindu undivided family which has one minor coparcener 
wholly or mainly supported from the income of such 
family ; 

(d) Rs. 215 in the case of a married individual who 
has more than one child wholly or mainly dependent on 
Hindu undivided family which has more than one minor 
coparcener wholly or mainly supported from the income of 
such family : 
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(iii) where the total income is twenty thousand rupees 
or less, the income-tax payable shall not exceed forty per 
cent, of the amount by which the total income exceeds the 
limit specified in sub-clause (a) or, as the case may be, 
sub-clause (b) of clause (i) of this proviso. 

Surcharge on income-tax 

The amount of income-tax computed in accordance with 
the preceding provisions of this Paragraph shall be increased 
by a surcharge for purposes of the Union, which shall 
be equal tc the aggregate of the sums computed as 
hereunder :— 

(a) where 

(i) in the case of an individual or a Hindu undivided 
family, the amount of unearned income, not being income 
by way of interest on any security of the Central or State 
Government or income received in respect of units from 
the Unit Trust of India uPder the Unit Trust of India Act. 
1963 (52 of 1963) included in the total income, or 

(ii) in any other case, the amount of unearned income 
included in the total income exceeeds Rs. 15,000. 

a sum calculated on the difference between the amount 
of Income-tax computed in respect of the income referred 
to in sub-clause (i) or as the case may be, sub-cluses (ii) 
if such income had been the total income and the amount 
of Income-tax computed in respect of an income of Rs. 
15,000 if it had been the total income, at the following rate, 
namely :— 

(1) where the amount of 20% of the amount of such 
the difference does not difference. 

■ exceeds Rs. 1450 ). 

(2) where the amount of Rs. 2,90u plus 25% of the 
the difference exceeds Rs. amount by which the diffc- 

14500. rence aforesaid exceeds Rs. 

14500. 
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(b) where— 

(i) in the case of an individual or Hindu undivided 
family, the earned income and income by interest on any 
security of the Central or State Government and income 
received in respect of units from the Unit Trust of India 
under the Unit Trust of India Act, 1963 (52 of 1963) 
included in the total income, or 


(ii) in any other case, the earned income included in 
the total income, exceeds Rs. 1 lakh. 

a sum calculated on the amount of the difference 
between the income-tax computed in respect of the income 
referred to in sub-clause (i) or, as the case may be, sub¬ 
clause (ii), if such income had been the total income and 
the Income-tax computed in respect of a total income of Rs. 
1 lakh, at the following rate, namely ;— 


(1) where the amount of 
the difference does not 
exceed Rs. 65,000. 

(2) where the amount of 
difference exceeds Rs. 65,000 
but does not exceed Rs. 
1,30,000 

(3) where the amount of 
the difference exceeds Rs. 
1,30,000. 


5% of the amount of such 
difference. 

I 

Rs. 3250 plus 10% of the 
amount by which the diff¬ 
erence aforesaid exceeds 
Rs. 65,000. 

Rs. 9750 plus 15% of the 
difference aforesaid exceeds 
Rs. 1,30,000. 
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C. U. B. Com. 1963 (Honours) 

Q. 1. The following is the profit and loss account of 
Shri Ray for the year ending 31st March, 1961. 

Rs. Rs. 

To Rates & Taxes*- 450 By gross profit 14623 

^ Establishment*•• 1750 , Bank interest 577 

Rent •*• ••• *•• 600 

„ ^-Household expenses 1450 
„ Discount Si allowance 250 
„ 'Income-Tax •** 480 

„ Advertisement 200 

„ Postage, Stationary 

and Printing 800 

„ Fire Insurance ••• 150 

„ '^tjifts and Presents 160 
, 'Charity and donation 1150 
tt '^Purchase of Plant 

& Machinery 1500 

(not installed) 

„ Repaires to furniture 50 
„ Interest on Loan 1000 
„'''^Life Insurance Pre- 600 
mium 

„v* Reserve for doubtful 
debts 700 

Interest on Capital 250 
„ '> Net Profit. 3660 

Rs. 15200 Rs. 15200 

You are required to ascertain the taxable income of 
Shri Ray. 

16 
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Ans. 

Total income of Shri Ray for the assessment year 1965-66 
1. income from profits and gains of business or 
profession. 


Net profit as per profit and loss A/c 


Rs. 3660 

Less Bank interest ••• 

•••••• 

577 

Net income from business 


„ 3083 

Add Expenses Inadmissible 



Household Expense*'* 

1450 


Income-Tax . 

480 


Gift and presents. 

160 


Charity and donation 
Purchase of Plant 

1150 


& Machinery 

1500 


Life Insurance Premium 

600 


Reserve for doubtful debts 

700 


Interest on Capital 

250 

6290 

9373 

Add Income from other sources* 

• •• 


Bank interest. 


577 

Taxable income of Sri Ray 


Rs, 9950 

Notes; 1. Life Insurance Premium is not a 

business 

expense 



2. Purchase of Plant and Machinery is 

a capital 


expenditure. 

3. Batik interest will not be included under the head 
‘Income from profits and gains of business and profession^ 
It is assumed that such interest is credited on his personal 
deposit with bank. 

2 . Define any three of the following terms :— 

'^ia) Agricultural income. 

\h) Non-Resident 
'fc) Divident Income 
'iji) Capital Asset 
'^e) An assessee 
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A ns. {a) See Ans. to Q. No* 4 Page 7. 

(h) See Ans. to Q, No 16. page 27. 

(s)^See Ans. to Q. No. 11. page 12. 

"idf See Ans. to Q. NOf 83. page 187 
(e) See Ans. to Q. No. 9. page 11. 


Q. 3. Shri Anil is the owner of a building at Rajpur 
which is mortgaged to Shri Bimal. The net municipal 
assessment of the building is Rs 8100. He incurs the 
following expenses during the year. 

(a) Repairs—Rs 1000/- 

(b) Fire Insurance—Rs. 275/- 

(c) Interest on Mortgage—Rs. 500/- 

(d) Collection Charge—Rs. 600/- 

(e) Municpal Tax—^Rs. 900/- 

The house was constructed in 1949. Rent amounting 
to Rs. 8500/- was received for the year ending 3ist March, 
1961. Find out the net assessable income of Shri Anil. 


Ans. Income for house property 
Annual rental value ••• 

Less Municipal Tax 

( Full Tax, as the house was 
constructed before 1950). 

Less R«ipairing Charges ( ^ of the 

above value, irrespective of 1266*67 
the actual amount of expenditure) 

Firs Insurance 275‘00 

Interest on Mortgage SOO'OO 

Collection Charge 510*00 

(Maximum 6% of the 

Rental Value) 

Net income from house property 


Rs. 8500 
M 900 


„ 7600 


,. 2551*67 

I 

Rs. 5048*33 


Q. 4* {a) What are the incomes which do not form 
part of the total income for the purpose of assessment. 
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(b) What arc the incomes which form part of total 
income but on which no income-tax is payable f 

Ans. (a) See Chapter ••• “Exemption'* Page 215 

(b) See .“Rebates and Reliefs*' page 232 

Q. 5. Shri Nirmal, an employee of a Company, who is 
married shows the following particulars of his income for 
the year ended 31st March 1961 :— 

(a) salary Rs. 1200/- per month, (b) The following 
amounts have been paid by the employer Company in 
addition to salary :— 

(i) Rent-free unfurnished house at Rs. 75/-''pcr month, 
(ri) Electric bills for Rs. 500f- ( Personal Con¬ 
sumption ). 

(in) Insurance premium on assessee's life at Rs. lOO/- 
per month. 

(tv) Tution fee of assessee's sons amounting to 
Rs. 1000/-^ 

(v) Car allowance amounting to Rs. 1200/- (actual 
expenditure on Car Rs, 500/- ) 

(vi) Entertainmet allowance amounting to Rs. 1500/- 
(regularly paid by employer company since 1951) 

Find out the taxable income and compute income-tax 
liability (assume average rate of tax at 25%) > 

Ans. Total income of Sri Nirmal from salary 

Rs. p. 


1. Salary @ Rs. 1200 p.m. 14400'00 

2. Insurance premium on his life, (paid by 

employer) 1200’00 

3. Electric bill (paid by employer) 500 00 

4. Tution fee for his son ( ,, ) 1000 00 

5. Car Allowance „ 1200 

Less actual expenditure 500 700’00 

6. Entertainment allowance Nil 

(Since regularly received since 1951) 
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900 00 


7. Value of Rent free unfurnished house @ 

Rs. 75 p,m. (the amount is less than 10% 
of the salary income ) _ 

Total 

Less Annuity deposit @ 5% 

Amount on which tax is payable Rs. 16815*00 

Assuming average rate of tax at 25%, tax payable by 

25 


Rs. 18700-00 
885*00 


Sri Nirmal — • 

Lass Rebate on life Ins 


Rs. 16815 X^=Rs. 4203*75 


premium = 1200 X 


25 

iod' 


Net Tax payable 


300 00 
Rs. 3903-75 - 


C. U. B. Com. 1964 (Honours) 

'Q. 1. Define the following terms 
Resident 

^h) Short term capital asset 

(c) Boiiahde annual value of property 

(d) Pervious year 

Or 

{a) How a partnership firm is registered for the 
purpose of income-tax ? 

{b) A, By C are partners, with equal shares, in a, 
registered firm. The profit and loss §ccount shows a net 
profit of Rs. 60,000 after debiting Rs. 5,000 for interest 
paid to A. Rs. 4000 for salary paid to B and Rs. 3000 for 
shop rent paid to C. What is the share of income of each 
partner ? 

Ans. (a) See Ans to Q. No. 16. page 27. 

(b) See Ans to Q. No. 83. page 187. 

(c) See Ans. page 99. 

(d) See Ans to Q. No. 13 page 22. 
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Ana. (a) Write provisions of Section 184 and Section 


185 (1) of the Income Tax Act. 1961. 

Ans. (b) Profit as per profit and loss A/c”«»*- Rs. 60000 

Add Inadmissible expenses 

Interest paid to partner 5000 

Salary paid to partner 4000 9000 

Total income of the firm. Rs. 69000 

As the share of each partner is equal, 


each partner's share will be Rs. 69000-r 3 = Rs. 23000. 

(shop rent is an admissible expense). 

Q. 2, (fl) Define Perquisite in relation to salary 
income. 

(b) What deductions are allowed in the computation 
of income under the head 'Salaries^ 

(c) What income will you include under profits in 
lieu of salary, 

Or 

Sri Sailen is an employee of a limited company getting a 
salary of Rs. 2000 per month and rent free quarters. He 
gets free lunch during the ofiSce hours ( estimated value of 
this amenity Rs. 1200 ). The annual premium of the 
assurance of his own life in Rs. 5000/- of which he pays 
Rs. 3000/- out of his salary and company pays Rs. 
2000/-. Two gardeners are paid (Rs. 1800) by the 
company to maintain the compound of the house in 
which Sailen lives free of charge. He receives 
entertainment allowance from the company at Rs. 6000 
per annum since 19^, What would be the total income 
of Sri Sailen, assuming that the year of the income is 
1962-63. 

Ans. (a) See Ans. to Q, No. 31. page 50, 

(b) Sec Ans. to Q. No. 33 page 56. 

(c) See Ans, to Q. No. 31. page 52. 
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Or 

Ans. 

Salary @ Rs. 2000. Rs. 24000 ' 

Insurance Premium (paid by Employer) „ 2000 

Value of free lunch. „ 1200 

Value of rent free quarters. „ 2720 

(10% of salary—assuming to be unfurnishid) \ 

Entertainment Allowance. Nil 

m 

(Since received before 1955) 

Wages of gardener. Nil 

Total income Rs. 29920 


Q. 3. From the following profit and loss Account of 
Sri Kamal Ray for the year ended 31st December, 1962, 
Find out his taxable income from business 

Rs. Rs. 


To Office expenses. 

5720 

„ General Charges*** 

2640 

„ Interest on Bank 


Loan 

480 

j," Interest on Capital 

1580 

.y Reserved for Bad 

835 

Debts 


„ bad Debts 

1000 

„ Audit fee 

300 

„ Rent 

2030 

Income-tax 

1760 

„ -Charity Donotion 

485 

„ Law Charges 

370 

„ Compensation paid to 

retrenched employee 

1500 

„Extension to building 

1500 

„ Net Profit 

12000 

Rs. 32200 


By Gross profit 28635 

„ Interest on Govt. 

Securities 1660 

„ Discount 365 

„ Bad debts 440 

recoverd 

„ Profit on sale of 750 

long term 
investements 

„ Sundry receipt 350 


Rs. 32200 
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In computing the ineome^ the following facts should be 
taken into consideration 

In the item of rent Rs. 600 is included in respect^ 
of the rent of the office building which belong to the 
proprietor himself. 

ih) In the amount of salaries, Rs. 320 is included in 
respect of employer’s contribution to provident fund which 
is recognised. 

\ (c) General expenses include Rs. 350 in respect of 

new furniture purchased during the year. 

(d) Amount of depreciation allowable according to 
rules worked out at Rs. 1275V 

.^te) Law charges include a sum of R.s. lOOC being 
penalty imposed by custom authority. 


Ans. 

Total income of Sri Kamal Roy 
Income from business. 

X/fiet profit as per P & L A/c** . 

Less Income from interest on securities 

Less „ „ capital gain 

(As it is less than Rs. 5,000) 

Add Inadmissible Expenses 

Int. on Capital. Rs. 1580 ^ 

Reserve for Bad debt — „ §35 

Income Tax-. „ 1760'^ 

Charity and Donation „ 485 ^ 

Extention of building ,, 1500"^ 

Law Charges lOQL 

^nt paid to propri etor „ 60 0^. 

Cost of new furniture ,, ^0- 

Less Depreciation allowance 

Add Inco me from interest on securities 
Total income from all sources 


Rs. 12000 
1660' 
"10340 
750 
. 9590 


7210 
Rs. 16800. 

.. 1275 . ^ 

„ 15525 
. 1660 
Rs. 17185 





C. U. B. Com 1965 (Honours) 

Q. 1. (i) State in brief the incomes which do not form 
a part of the assessee’s total income. 

(ii) Under what circumstances a particulars item of 
income is earned or received by a certain person but it is 
includible in the total income of another person ? 

Or 

Define the following terms. 

(a) Development rebate 

(h) Capital asset 
(c) Dividend 

Ans. 

(i) See Chapter ‘^Exemptions'* is page No. .. 

(ii) Write provisions of Section 60 to 64 of the 
Income-Tax Act 1%1. 

Or 

{a) See Ans. to Q. No. 74. page 169. 

{h) See Ans. to Q. No. 83. page 187. 

(c) See Ans. to Q. No, 11. page 12. 

Q. 2. {a) Shri Rampada, an employee of New Tea Co 
Ltd. shows the following particulars of his income earned 


in the financial year ended 31st March 1963 

Rs. 

(i) Salary (including employee’s contribution 

of Rs. 1800 to a recognised provident fund 12000 

(ii) Dearness allowance 6000 

(iii) Employer’s contribution to the provident 2800 

fund 

(iv) Interest on the accumulated balance 3600 

in the provident fund calculated at 9 

per cent 

(v) Car allowance 1200 

.(vi) Club bill of the assessee paid by the 2000 

employer 
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(vii) Entertainment allowance (the association 

was not in receipt of the entertainment 400 

allowance before 1st April 1955. 

(viii) Life Insurance premium on the 

life of Shri Rampada was paid by 3000 

the employee. 

Find out taxable income of Sbii Rampada under 

salary. 

{b) What deductions are allowed in the computation 
of income under head 'salaries’ 

Or 


(a) Enumarate the deduction which have to be 
made from the gross annual value so as to give the income 
assessable under the head ‘Income from house property’. 

(b) Shri Santosh constructed a house in 1945 and in 
the year ended 31st March 1962 he occupied it for his own 
residence. The fair rent at which the house may be let 
out is Rs. 6000 per annum. For the year, the assessable 
income of Shri Santosh, other than that in respect of his 
residential property is Rs. 33000. The expenses in connec¬ 


tion with the property were as under. 

Rs. 

Municpal Tax 400 

Repairs 300 

Ground rent 100 

Interest on Mortgage of the property 500 


How will the total income of Shri Santosh be 
computed ? 

Ans. 

(a) Total income of Sri Ramapada 


1. Salary .. Rs. 12000 

2. Dearness allowance . „ 6000 


3. Employer’s Contribution to Provident Fund „ 1600 
( in excess of 10% of salary ) 
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4. 

Int. on accumulated balance of P.F. 

1200 


( @ in excess of 6%=3%) 

i 

5. 

Car allowance 

„ 1200 

6 . 

Club bills paid by employer 

2000 

7. 

Life Ins. Premium paid by employer 

„ 3000 

8 . 

Entertainment allowance 

Nil 


(Since he was in receipt of it before 1955) 



Total income 

Rs. 27000 


(b) See Ans. to 8 No. 33. page 56. 

Or 

(a) See Important points in connection with House 
property, page 96.. 

{b) Income from House property occupied by Sri 
Santosh himself. 

Annual value . Rs. 6000 

Less full municipal tax „ 400 

5600 

Less Statutory deductions „ 1800 

Rs. 3800 

As Rs. 38C0 exceeds 10% of the total income of Shri 
Santosh, the annual value shall be taken at 10% of the total 
income, which is calculated as follows :—’ 


A. 


V. 


15_ 1? 

100^11 


X (33000-100 - 500) 


«Rs. 3534*55 


Less Repairing charge-^s. 589 09 

(t of the above value „ 100 00 

Ground Rent..—^ 500*00 

Interest on mortgage^ 1189*09 


0 

Rs. 

2345*46 

Add income from other sources 


33000*00 

Total income 

Rs. 

35345-4& 
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\ J?f. Shri A and B are equal partners in a registered firm, 
whose profit and loos account for the year ended 31st 
December 1963 is given below. 


To Salaries, wages Rs. 4000 
& bonus 


General Expenses 

6000 

Sales Tax 

1500 

Rent, Rates & 

Taxes 

1300 

Development 

n 

Rebate Reserve 

1500 

Depreciation Reserve 

on old plant & 

1200 

Machinery 

Bad Debt written 

300 

off 

Bad Debt reserve 

800 

Advertising 

2000 

Subscription & 

1000 

Charity 

Loss on sale of 

2000 


Motor Car 
Interest on Capital 


By Gross Profit Rs. 37000 

„ Bank interest 1000^* 

„ Bad debt recovered 
( Disallowed in 
earlier years 
assessment 600 


A 1500 
B 1500 

3000 

Partner's salaries 
A 1200 

B 1800 3000 

Commission to B 1000 
Net Profit 

A 5000 • 

B 5000 10000 __ 

Rs. 38600 Rs. 38600 

Notes * (i) General expenses include Rs. 200 being 
legal charges for drawing up a new partner ship deed. 
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Advertising represents Rs. 700 being cost of per¬ 
manent sign board and Rs. 1300 being cost of insertions in 
trade Journals. 

(iii) The motor-car is entirely used for private purposes 
of the partners. 

(iv) Subscription and charity include 

(a) Rs. 200 to Trade Association 

(b) Rs. 500 for refugess from East Pakistan 
tc) Rs. 300 donation to a school. 

(v) (a) The written down value of old plant and 
machinery as on 1st April 1962 comes to Rs. 5000. 

(b) On 31st December 1962 a new plant and machinery 

amounting to Rs. 10000 was purchased, unstalled and put 
into use. 



(c) Depreciation at 10 per cent is allowable on all 
plant & Machinery, Compute that assessable income of the 
firm and show the allocation between the partners. 


Total Income of Firm 

Ans. 

Net profit as per profit and Loss A/e 
Less bad debt recovered but disallowed 


in earlier years assessment so taxed 


Add Expenses Inadmissible 

Rs. 

Bad dabt Reserve 
Subscription and charity 

800, 

gQP 

(Rs. 1000-200) 

Interest on Capital 

3,000 

Partners Salaries 

3,000 

Commission to partner 

1,000 

Legal Expenses for drawing 

2 ® 

a partnership deed 


Loss on sale of Motor car 

2.000 

Cost of permanent signboard 

'700 

Excess depreciation on old 



machinery 


Rs. 

- 10,000 
« 600 
9,400 


H 12,200 
21,600 
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Less Development rebate Rs. 2000 

less charged to P/L A/c 1200 

800 

and Depreciation of new machinery 1000 1800 

Total Income Rs. 19.800 

Notes ;—(1) Dev. Rebates 20% of the actual cost if 
installed after 1.4.61. 

2. Subscription to Trade Association is an admissible 
expenbe. 

3. Cost of insertions in trade Journal is an admissibe 

expense. 


B. Com (Pass) Income-tax 1963 

Q, 7. (a) In income-tax Act what is meant by the term 
Assessee ? Mention the different classess asscssees. 

' b) A person has a net income of Rs. 3500 from 
dividend on company share. He has no other source of 
income. Is he an assessee. Give reasons for your answer. 

Ajas. (a) See Ans to Q. No. 9 (page 10) 

(b) He is considered as an ass essee as Section 2 (7) 
provides that “Assessee” includes every person in respect of 

41 « 

whom any proceeding under the Act has been taken for the 
assessment of the amount of refund due to him. The 
income of the person in this case is within taxable limit 
but tax has been deducted at source at the maximum rate 
by the company. So he can claim refund of tax so deducted. 
So proceeding under the Act has to be taken for assess¬ 
ment of the amount of refund due to him. 

Q, 8. (a) What are the differnt heads of income under 
the income tax Act ? Add a very short note on each item. 

(b) The income of an investment company is almost 
exclusively derived from dividends on its investment in 
company shares. Should such income be treated as income 
from business. Give reasons for your answer. 
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Ans. (a) See Ans. to Q. No. 28 (page 47) 

(6) It should be treated as income from business and 
not to be treated as income from other sources. Investments 
are the permanent assets of such company. It is the 
particular trade of the company Income from devidend is 
the only source of income. Selection of “Investments” is an 
important function of such business. 

Q. 9. An assessee who is a manufacturer. Calculate 
the value of his work in progress only on the total cost of 
materials and wages involve. An income-tax officer objects 
to this and contends that a proportionate amount of 
overhead charges^ should also be m;Iuded in the cost. 
What is your opinion in the matter ? Give reasons of your 
answer. 

Ans. It is a question relating to the method of 
accounting. The value of a closing works in progress 
may inflate the profit of the previous year but the 
profit of the succeeding orevious year will be reduced 
by the same extent because the same value of 
closing works-in-progress of a pr.?vious will appear an 
opening works in-progress in the next previous year. As 
per Section 145 an assessee in entitled to adopt any 
method of accounting provided such method is regularly 
employed. The I.T.O. may, of course rightly ask the 
assessee to modify the method in this case because value 
of works-m*progress should include proportionate overhead 
expenses otherwise Trading Account will fail to reflect the 
true proHt. And such method must employed in the 
valuation of both opening and closing works in-progress 
and must be regularly employed. 

J. 10. In the year ended March 31,1963 an unmarried 
individual was employed in the office and drew a salary of 
Rs. 550 per month. He lived in his own house of which the 
municipal value was Rs 1200, He also had ‘a groes in- 
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come of Rs.liOO. from dividends in company shares held by 
him. Calculate his total income for purposes of incometax. 

See Ans to Q No. 49. (page 109> 

C. U. B. Com. (Pass) 1964 

6 . According to the Income-tax Act, define (a) 
Agricultural Income, (b) Person, (c) Perquisite, (d) Profit 
in lieu of Salary. 

Ans. (a) See Ans to Q No 4...(page 7) 

(b) „ » „ Q No 2**'(page 4) 

(c) „ „ „ Q No 31 (a) (page 50) 

(d) „ „ Q No 31 (h) (page 52) 

7. Which of the following income, if any will be 
included in the total income of an assessee and under what 
circumstances. 

(a) Income of the previous year arising to a resident 
from ontside India, (b) dividend declared in the previous 
year but paid in the year of assessment, (c) Capital gains. 
(d) Salary paid in the previous year though not due. 

Ans. (a) See Ans to Q No. 19‘»(page 30) 

(b) Income from dividend is assessable in the 
previous year when it becomes due. It becomes due when 
dividend is declared by the company. 

(c) See Q. 82. (page 187) 

(d) See Ans to Q 29 (d) (page 47) 

8 . In the year ended March 31,1962, a person owns 
two houses, one of which he uses for his own residence 
(municipal valuation on rental basis, Rs. 3,600) and the 
other he lets out at a rental of Rs. 200 per month, his in¬ 
come from company dividends, after deduction of income- 
tax at 30 per cent, is Rs. 2,800, his income from other 
sources is Rs. 239. Calculate his total income for the assess¬ 
ment year 1962-63. 

Ans. See answer in Q. No. 50, (page 110) 
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C. U. B. Com. (Pass) 1965' 

6 . Define the following according to the Income Tax 
Act. : {a) Capital Asset. >(b) Assessee. (c) Hindu Undivi¬ 
ded Family and {d) Previous year. 

Ans. {a) See Ans to Q 83 (page 187) 

(h) See Ans to Q 9.(page 10) 

(c) See Ans to O 3. (page 7) 

(d) See Ans to Q 13. (page 22) 

7. What arc the different heads of income under which 
a person may be assessed ? Add a short note explaing 
each head. 

Ans. See Ans to Q 28. (page 47) 

8. Which of the following incomes are to be included 
in the total income of an assessee who is a citizen of India. 

(a) The value of any travel concession or assistance 
received by an assessee from his employer. 

(b) Motor car allowance received by an employee 
to meet the expenses of a motor car which he maintains for 
his office work. 

lc) Income accruing to a friend of the assessee on 
account of dividends on shares held by the assessee, the 
dividend being payable to the friend on the strength of an 
irrevocable registered deed 

(d) Income arising by way of allowance when the 
assessee is in Government service outside India. 

Ans. (a) See page 215 (Exemptions) 

(h) In is not to be included in his total income as the 
allowance is paid to meet the car expensef, 

(c) All income arising to any person by virtue of a 
transfer whether revocable or not where there is no 
transfer of the assets from which the income arises, be 
chargeable to Income-tax as the income of the transferor 
and shall be included in his total income. 

(d) See page 215 ‘Exemptions) 
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BURDWAN UNIVERSITY—(1965) 

Income-Tax 

1. What arc the conditions prescribed for the 
allowances of Development Rebate f 

2. (a) Define the term 'perquisite’. State the items 
which are regarded as perquisites under the Income Tax 
Act. 1961. 

(6) Write explanatory notes on the following :— 

(i) Profits in lieu of salary (ii) Provident Fund, 

3. Mr. Baneriee, an employee of Calcutta Film Indus¬ 
tries Ltd. since 1959 furnishes the following particulars of 
his income for the year ended 31st. Decemcer, 1963 :— 

(a) Monthly salary of Rs. 1,000 

(b) Entertainment allowance Rs. 300 p.m. 

(c) Bonus equal to 3 month’s basic salary. 

{d) Commission @ 10* on the net profit of the 
company which for this year amounts to Rs. 2,00,000. 

(e) A rent free furnished quarter was provided to him 
for which the company paid a monthly rent of Rs. 500/- 

(f) He has purchased books for his duty in the 
office amounting to Rs. 700/- 

(g) Paid Life Insurance premium of Rs. 200/- p. m. 
on the life of his wife on a policy of Rs. 15,000/- 

You are asked to find out his income from salary for the 
year ended 31st, December, 1963. 



B. U. B. Com. Examination 
1964 

Tncome-Tax. [Elective Group] 

{All reference are to the income-tax Act 1961) 

1 . Define any two of the following terms. 

(a) Dividend 

(5) Previous year 

(c) Agricultural Income 

2 Enumerate the conditions that will determine the 

status of an individual “Assessee” on the basis of residence. 

\ 

Discuss the incidence of tax on a person who is not 
"ordinarily resident**. 

3. Mr. Banerjee furnished the following informations 
with regard to his income for the previous year 1962-63. 

(i) Salary @ Rs. 1000 p. m, (ii) Dearness Allowance 
(a) Rs. 100 p m. (iii) Entertainment Allowance @ Rs. 500 
p. a. (iv) Car Allowance Rs. 100. p.m. He also enjoyed a 
rent free unfurnished quarter provided by his employer, the 
annual value of which was Rs. 3000. 

He owned a house which was let out to tenants at a 
rent of Rs, 2000 per month. The municipal valuation of 
the house was Rs. 2,000 He paid Rs. 200/- as Municipal 
tax on the house. He contributed 10% of his salary to a 
Recognised Provident Fund to which his employer contri¬ 
buted 12% of his salary. Life Insuranee Premium paid by 
him during the year amounted to Rs. 200Q [The policy was 
for Rs. 35,000] 

He used to receive Entertainment Allowance of Equi*' 
valent amount since 1950 from the present employer, 50% 
of Car allowance was spent for private purpose. 

Compute the ‘total income’ of Mr. Banerjee for 1952-63. 



B. U. B. Com. (Modified) Examination—1964 

1. Define the following as per Sec. 2 of the Income-tax 
Act. 

(a) “Agricultural Income* (6) “Assessee” 

2. Under what circumstances an “individual” will be 
be treated as “Not ordinarily Resident” ? Does it make 
any difference of the assessee is a company. 

(fl) On the 1st August, 1961. A started a new cloth 
bunsiness. Up to the time of assessment for 1962-6? he 
had not made up the accounts of his new business. If his 
assessment were taken up in September, 1962 and he 
urged that he wanted to adopt the year ending ?lst July 
as his previous year, would you concede to his request ? 
If so, why. 

(h) X is a partner in the firm X, Y, Z & Co. The 
partnership books are closed every year on March 31. 
Apart from income from partnership, X has a separate 
business for which he closes the accounts on June 30. 
What are his previous years for the Assessment year 
1963-64. 


B. U. 3-year B. Com. Examination—1963 
Income-tax (Elective Group) 

1. (a) What are the different types of income included 
under the head ^'salaries” 

(b) Name four items of income which are exempted 
from Income-tax and Super-tax and need not be added to 
total income for rate purposes, 
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2, Name any five deductions which are allowed in 
computing income under the head "profit and gains of 
business or profession”, 

3, What is “Development Rebate ? Uunder what 
circumstances is it allowed. 

4, Mr. Ranganathan who is a Government employee 
draws a salary of Rs. 2000/- —Per month. He received the 
present appointment on 1st April 1962 on which date he 
joined the same. He is also in receipt of Entertainment 
allowance of Rs. 6,000 per annuam. Find out the amount 
of deduction he will be entitled to an account of Entertain¬ 
ment allowance in the Assessment year 1963-64. 

Does it make any difiernce if he is not a Government 
employee. 


B. U. B. Com. (Modified) Examination—1963 

(1) Define the following. 

(a) Company in which the public are substantially 
interested. 

(b) “Previous year* 

(2'. {a) What is difference between “Total income” 
and “total world income” 

(b) What are the different heads under which income 
is charged to income-tax ? Give one illustration of each. 

3. (a) What is meant by “perquisites” for the purpose 
of determining income under head “Salaries*. 

(b) What arc included in “Profit in lieu of salary* 



B. U. B. Com. (Modified) Examination—1962 

Income-tax 

(1) Explain the term "Agricultural Income’^ 'Earned 
Income' and "Capital Assets'* as defined in the Act. 

(2) What types of distribution are included in the 
expression 'Dividend’ 

(3) When does an individual become 'resident’ in the 
taxable territories ? What further conditions must be 
satisfied for him to become an "ordinarily resident” ? 

(4) What is meant by "Previous year”, How is it 
determined in the case of a newly set up business ? Under 
what circumstances a "previous year” can exceed a period 
of 12 months. 



Important Notes 


1, Annual value of the House Owned and occupied 
by the Assessee. Method of Calculation of 10% of the 
total Income 

Suppose that x is the annual value of the house and y 
is the income from other sources as reduced by deductable 
expenses in respect of the house concerned. 

Now the total income will be + y and x will be 10% of 
the total income less repairing charge of the house which 
will be I of the value. 

x-\-y D x^-y 
.. a:- iQ X5- 

or, 12 x — x-hy or 12 x-x — y or 11 x — y 



To find ont the net Annual value we may put it in the 
following way. 

Annual 

2. There is one exception to the general rule in counting 
previous for any relevant asaessmet year in the case of 
assessee who maintains their books according Bengali 
calender year. Bengali calender year generally ends on 
13th or 14th April every year. Although it crosses over 



( 2 ) 

the closing date of financial year (31st march) ev'ery year 
and supersede it by 13 or the 14 days the period of 13 or 
14 days should be ignored for the purpose of determing 
relevant assessment year and it will be treated as has been 
ended on 31st march just preceding. 

Errata :—1. under (iv) in line 14. (page 26), delete the 
word “no’' 

2. under (5) in line 13 (page 97) read "in the case of 
single residential house owned and occupied by the assessee” 
in place of “in no cose”. 

3. under (5) in line 19 (page 105) put the words”, 








